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INTRODUCTION 

Q. 
A. 

Q. 

-A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Please state your name and business address. 

My name is Michael Thompson. 

Phoenix, Arizona 85007. 

My business address is 1200 West Washington Street, 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or “ACC”) as a 

Utilities Engmeer - Water/Wastewater in the Utilities Division. 

How long have you been employed by the Commission? 

I have been employed by the Commission since June 201 3. 

What are your responsibilities as a Utilities Engineer - Water/Wastewater? 

As a Utilities Engineer, specializing in water and wastewater engineering, my responsibilities 

include: the inspection, investigation, and evaluation of water and wastewater systems; 

obtaining data, and preparing investigative reports; providhg technical recommendations and 

suggesting corrective action for water and wastewater systems; and providing written and oral 

testimony in rate cases and other cases before the Commission. 

How many companies have you analyzed for the Utilities Division? 

I have analyzed 14 companies covering various responsibilities for the Utilities Division Staff 

(“Utilities Staff’ or “Staff ’). 

Have you previously testified before this Commission? 

Yes, I have testified before this Commission. 
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Q. 
A. 

Q. 
A. 

What is your educational background? 

I graduated from the SUNY College of Environment Science and Forestry (“ESP) at 

Syracuse, New York, and Syracuse University (“SU”) at Syracuse, New York. I have a 

Bachelor of Science Degree in Pulp and Paper Enpeering from ESF and Chemical 

Engineering from SU. 

- Briefly describe your pertinent work experience. 

Prior to my employment with the Commission, I was the Operations Engineer, from 2009 to 

2012, for the Southwest and Central Districts of Golden State Water Company (“GSWC’), 

located in Gardena and Santa Fe Springs, California, respectively. As the Operations 

Engmeer, I provided technical assistance and support to the districts’ operations departments 

with primary focus on resolving operational problems and optimizing the efficiency of the 

water system operations. Prior to my employment with GSWC, I was employed with 

Chaparral City Water Company (“Chaparral”), from 2002 to 2009 as District Operations 

Engineer. While at Chaparral, I performed all capital, new business, and water quality 

activities within the district. I served as field engineer/construction manager for all capital 

and new business projects under construction. I also managed all water quality activities 

including monitoring, sampling, and reporting as required by 40 CFR (National Primary 

Drjnking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

From 2000 to 2002, I was employed with the Fountain Hills Sanitary District as Engineering 

Assistant. I performed plan review of all commercial and residential projects in the Town of 

Fountain Hills, and managed the district’s construction projects. 

From 1996 to 2000, I was employed as an Environmental Enpeering Specialist with the 

Arizona Department of Environmental Quality (“ADEQ’)). During that time period, I 
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performed operations and maintenance site inspections of public water systems in Gila, 

LaPaz, Mohave, and Southwestern Yavapai Counties. 

Q. 
A. 

Please state your professional membership, registrations, and licenses. 

I am registered as a Professional Engineer (Civil) in the State of Arizona, and a Grade 2 

Certified Water Treatment Plant Operator, and a Grade 3 Certified Water Distribution 

System Operator. I am a member of the American Water Works Association and Arizona 

Water Association. 

PURPOSE OF TESTIMONY 

Q. 
A. 

Q. 
A. 

What was your assignment in this rate proceeding? 

My assrgnment was to provide Staffs engineering evaluations for the EPCOR Water Arizona, 

Inc. (“EWAZ’y or “Company’’) rate proceedings. Five of the Company’s Districts are 

included Mohave Water District (“Mohave Water”), Paradise Valley Water District 

(“Paradise Valley Water”), Sun City Water District (“Sun City Water”), Tubac Water District 

(“Tubac Water”), and Mohave Wastewater District (‘Mohave Wastewater”). 

What is the purpose of your testimony in this proceeding? 

To present the findings of Staffs engineering evaluation of the operations for Mohave Water, 

Paradise Valley Water, Sun City Water, Tubac Water, and Mohave Wastewater. The finding 

are contained in the Engineering Reports that I have prepared for this proceeding. The 

reports are included as Exhibits MST-1 thru MSTS in this pre-hled testimony. 
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ENGINEERING REPORT 

Q. 
A. 

Q. 
A. 

Please describe the information contained in your Engineering Reports. 

The Reports are divided into four (4) general sections: I )  Exemtive Summay, 2) Engineering 

&port Dismssion, 3) Engineering Report Figures, and 4) Engineering Report Attachments. The 

Disctcssion section for the Mohave, Paradise Valley, Sun City, and Tubac Water Districts is 

further divided into ten (10) subsections: I )  Introduction and Location ofthe District Water Systems, 

2) Destnption of the Water- $stems, 3) Water Usage, 4) Growth, 5) MCDES Coqtdiance or A D E Q  

Compliance, 6) Ari20na Depadment o f  Water Resources Coqliance, 7) Arixona Corporation Commisbon 

Compliance, 8) Water Testing Expenses, 9) Depreciation Rates, and 10) Other Issues. The Dismssion 

section for the Mohave Wastewater District is divided into eight subsections: 1) Introduction 

and Location oftbe District Wastewater Systems, 2) Desmption o f  the Wastewater & f e r n ,  2) Wastewater 

Usage, 3) Growth, 4) A D E Q  Compliance, 5) Arixona Corporation Commission Compl'iance, 6) 

Wastewater Testing Expenses, 7) Dep precia tion Rates, and 8) Other Ismes. 

Was the Engineering Report prepared by you? 

Yes. 

CONCLUSIONS AND RECOMMENDATIONS 

Q. What are Staffs conclusions and recommendations regarding the operations of the 

District's Water Systems? 

Staffs conclusions and recommendations for each District are contained in the Executive 

Summary of the respective engineering report. 

A. 

Q. 

A. Yes, it does. 

Does th is  conclude your Direct Testimony? 
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BY MICHAEL THOMPSON 

JANUARY 20,2015 



, 

ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Mohave Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 15,2014 

EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (“ACC” or Tommission”) Utilities Division Staff 
(“Utilities Staff’ or “Staff’) concludes that the Mohave Water District (“Mohave Water’’ or 
“District”) water systems, with the exception of Rio Vista Ranches, have adequate production 
and storage capacity to serve the present customer base and any reasonable growth. Rio Vista 
Ranches water system has no production or storage facilities, it receives water from an 
interconnect with Bermuda Water Company. 

The Arizona Departtnent of Environmental Quality (“ADEQ”) Compliance Status Reports 
(“CSRs”) indicate that the District water systems and Bermuda Water Company are currently 
delivering water that meets water quality standards required by 40 CFR 141 (National Primary 
Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service areas are not located within an Arizona Department of 
Water Resources (“ADWR”) Active Management Area (“AMA”). 

ADWR’s Water Provider Compliance Reports, dated June 6,2014, indicate that the District’s 
water systems are currently in compliance with departmental requirements governing water 
providers and/or community water systems. 

According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices (“BMPs’’) on file with the Commission. 

The Mohave water system has five (5) inactive wells, listed under Table A, which have been 
disconnected, capped, and abandoned. Staff concludes that the wells are not used and useful 
to the District’s provision of service. 



9. 

10. 

11. 

12. 

13. 

14. 

The Camp Mohave water system has one (1) inactive well, listed under Table By which has 
been disconnected, capped, and abandoned. Staff concludes that the well is not used and 
useful to the District’s provision of service. 

The Lake Mohave water system has one (1) inactive well, listed under Table Cy which has 
been disconnected from the water system. Staff concludes that the well is not used and 
useful to the District’s provision of service. 

The Desert FoothiUs water system has one (1) inactive well, listed under 
been disconnected from the water system. Staff concludes that the 
useful to the District’s provision of service. 

On May 2, 2012, the Environmental Protection Agency (“EPA’) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMRY’). The District began sampling 
for the first sampleset of UCRM3 contaminants in August 2014. The second set of samples 
will be sampled in February 2015. The total cost for testing the samples, as dustrated in 
Table P, is anticipated to be $9,240. Staff concludes that the one-time expense of $9,240 
associated with sampling and testing of the UCMR3 contaminants is reasonable and 
appropriate. 

The District Post Test Year Investment Projects ~‘IPs”), listed in Table P, were found to be 
in-service and used and useful during the plant facilities site inspection on June 24 & 25, 
2014. Staff concludes that the costs ($5,355,826) associated with the installation of the 
District’s IPS, listed in Table P, are reasonable and appropriate. 

Staff has determined that the District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (elqgble 5-year infrastructure replacement plan), totaling $9,884,632, to be 
reasonable and appropriate. However, no “used and useful” determination of the proposed 
plant items was made, and no conclusions should be inferred for rate base purposes in the 
future. 

RECOMMENDATIONS 

1. Staff recommends an annual water testing expense, for the District, of $32,262 be used for 
the purposes of this application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
N be adopted. 

3. Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table 0 be adopted. 

4. Water loss in the Desert Foothills water system was 14.33 percent in 2013, exceeding the 10 
percent limit. Staff recommends that the District continue its efforts, via the District’s Non 
Revenue Water Program, to reduce water loss in the Desert Foothills water system to below 
10 percent. (See Section Cy Paragraph 2 of the report for additional discussion and details). 



5. EPCOR Water Arizona, Inc. (“EWAZyy or “Company”) filed a proposed change to the Meter 
Repair and/or Replacement Tariff (“BMP 4.2”). In the proposed change, EWAZ requested 
that paragraph 3 of the BMP tariff, which refers to the inspection of meters, be modified 
such that pulling a meter for inspection would no longer be required and therefore be 
stricken from the W f .  Staff recommends approval of the modification in BMP 4.2, as 
proposed by EWAZ. 

6. Staff recommends that the District He with Docket Control, as a compliance item in this 
docket and within 90 days of the effective date of a decision in this proceeding, 
documentation that the installation of a purchased water meter at the Bermuda Water 
Company and Rio Vista water system interconnect has been completed. Installation of the 
meter will provide usage figures that would enable the District to determine the Rio Vista 
water system water loss. Staff further recommends that District begm monitoring water loss, 
on a monthly basis, by coordinating the readings of the purchased water meter and the 
individual customer meters, and reporting the results & its Commission Annual Report going 
forward. 

7. Staff recommends approval of the District’s proposed Plant Table I of the SIB Mechanism 
(eligible 5 year infrastructure improvement projects), submitted as a supplement to the 
Disbict’s application by EWAZ on March 17,2014, totaling $9,884,632 as tabulated in Table 
T. Staff further recommends that SIB Attachments ZA-ZE, 3A-3JY 4A-4EY and 5A-5GY 6,7A- 
7 0  be adopted. 
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k INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or c‘Company”) filed 
an application with the Arizona Corporation Commission (“ACC” or   commission^^) for approval of 
a rate increase (Docket No. WS-01303A-14-0010) for its Mohave Water District (“Mohave Water” or 
“Districtyy). Mohave Water’s current rates were approved in Commission Decision No. 73145, dated 
May 1,2012. 

The District provides public utility water service to approximately 16,000 metered 
connections.* The District is located within the city of Bullhead City and in the unincorporated areas 
of Mohave County, and is comprised of six (6) separate-water systems which include Camp Mahave, 
Lake Mohave Highlands, Desert Foothills, Rio Vista Ranches, Arizona Gateway, and Mohave (aka 
Bullhead City water system). The location of the District and the area covered by its Certificate of 
Convenience and Necessity (“CC&N”), which covers approximately 16,663 acres (26.1 square miles), 
are shown in Figures 1 and 2, respectively. The original CC&N area was transferred from Arizona- 
American Water Company to EWAZ in Commission Decision No. 72668 dated November 17,2011. 

B. DESCRIPTION OF THE WATER SYSTEMS’ 

The District’s water systems were visited on June 24 & 25, 2014, by Staff member Michael 
Thompson. Mr. Thompson was accompanied by Teresa Hunsaker (Staff Public Utilities Analyst 119, 
Mr. Jeffrey Stuck (EWAZ Director of Operation, Eastern Division), Mr. Roland Tanner (EWAZ 
Manager, Rates & Regulation), and Mr. David Evans (EWAZ Operations Manager, Mohave Water 
District). Mr. Evans is responsible for the day-to-day operations of the District, and is also the lead 
certified operator of r e ~ o r d . ~  Mr. Evans currently supervises twenty one (21) employees, which 
includes customer service and field operations. 

(1) Mohave Water System - Pzlblic Water System (“l’WS’7 No. 04-08-032 

The Mohave Water System serves a majority of the Bullhead City area, with a certified area of 
approximately 13,228 acres (20.7 square miles), encompasses eighteen (18) pressure zones with 
elevations rangmg from 640 to 1390 feet above sea level (“FASL‘). The water system contains six (6) 
well/booster pump station/storage tank sites, four (4) booster pump station/storage tank sites, one 
(1) storage tank site, one (1) booster pump station site, and three (3) well sites. In all, the water 
system has a total of nine (9) active drinking water wells, fourteen (14) storage tanks,  five (5) pressure 
tanks, twenty three (23) booster pumps, one portable emergency generator, and one (1) permanently 
mounted emergency generator. Additionally, the water system has five (5) inactive wells that have 
been disconnected and capped. The inactive wells are considered not used and useful to the 

1 Per water use data submitted with the application. 
2 The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Jeff Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests and, 
4) Information collected during Staffs site visit Check other footnotes should a l l  be the same. 
3 Mr. Evans is certified with the Arizona Department of Environmental Quality (“ADEQ”’) as a Grade 4 Water Distribution System 
Operator, a Grade 4 Treatment Plant Operator, a Grade 4 Wastewater Treatment Plant Operator, and a Grade 4 Wastewater 
Collection System Operator. ADEQ Operator Ident&ation No. OP000655, expiration date Apd  30,2017. 
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District’s provision of service. The in-service plant facilities @.e., wells, tanks, pumps, and visible 
pipe) within the Mohave Water System service areas appeared to be in proper working order, 
properly maintained, and in excellent condition. Staff did not observe any leaks at the plant facilities, 
or in the distribution system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in F w e s  3A through 3E. 

Table A. Mohave Water System Plant Facilities Summary 

0 Signifies Turbine Pump Well 
* hp SlgDlties horsepower 
2gpm SlgDlties gallons per minute 

Booster Pump Station, & 1 - 250,000 None 3 - 50 hp BBA None 
Storage Tank Site 

Desert Glen Booster Pump 1-100hp 
Station, & Storage Tank Site 1 - 200,000 1 - 5,000 None None 
Laredo Vista Well # 1, 
Booster Pump Station, & 1 - 36,500 None 2-15hp LV-1 None 
Storage Tank Site 
Laredo Vista Well #2, 
Booster Pump Station, & 1 - 37,500 None 2 - 7.5 hp LV-2 Portable Generator 
Storage Tank Site 

2-15hp 
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Total Length 1,044,345 

None None Laredo Village Storage Tank 1 - 500,000 
Site 1 - 750.000 None 

None 

None 

1 - 1 %  hp 
1 -2hp  
1-5Ohp 

2-20hp 

1 - 5,000 Mohave Drive Booster 
Pump Station Site 

Mountain View Booster 

Tank Site 
Riverview Mall Booster 
Pump Station, & Storage 
Tank Site 
Silver Creek Storage Tank 
-. - 3oo~ooo 

None 

Pump Station & Storage 1 - 125,000 

1 - 35,000 

None 

None None 1 - 7 0  

1 - 5,000 

None I None None 1-40hp 
Site 
16-1 Well & Storage Tank 

16-2 Well & Storage Tank 

1 - 450,000 

1 - 450,000 

- 
Site 1 : l,ooo,ooo- 

~ 

None 1-15hp None 

1 - 10,000 1 - 100 hp I 16-2 None - 
Site 1 - 1,000,000 
24-1 Well & Storage Tank - l,ooo,ooo 
SitP 

None 2 - 100 hp 1 241 400 kw Generator 

I various I 14.037 

113 I various I 74,380 1 I 

1 370 
1 ‘/2 6 
2 439 
3 I 25 
4 5 
6 I 4 

I 

Total Quantity 16,786 

18 v;uious 1,176 

24 various 126 

(2) Camp Mohave Water .$tern - PWS No. 04-08-037 

The Camp Mohave Water System serves an unincorporated portion of southern Bullhead 
City, with a certified area of approximately 329 acres (0.5 square miles), consisting of one (1) pressure 
zone with an elevation of approximately 520 FASL. The water system has one (1) well/storage tank/ 
booster pump station site that contains one (1) active drinking water well, one (1) 
inactive/disconnected and capped well, (1) storage tank, one (1) pressure tank, four (4) booster 
pumps, an ironlmanganese removal plant, and a granular activated carbon (“GAC”) hnishing hlter 
for total organic carbon (“TOC’) reduction. The inactive well is considered not used and useful to 
the District’s provisions of service. The in-service plant facilities @.e., wells, tanks, pumps, and visible 
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TotalLength , 

pipe) appeared to be in proper working order, properly maintained, and in excellent condition. Staff 
did not observe any leaks at the plant facilities, or in the distribution system. 

18,232 

Detailed listings of the plant facilities are included in Table B. Schematics of the service area 
are illustrated in Flgure 3F. 

Table B. Camp Mohave Water System Plant Facilities Summary 

(S) Signifies Submersible Pump Well 

(3) Luke Mohave Highlands Water Jjxsteem- PWS No. 04-08-062 

The Lake Mohave Highlands Water System serves an area north of Bullhead City and Desert 
Foothills, with a certified area of approximately 322 acres (0.5 square miles), consisting of three (3) 
pressure zones with elevations ranging from 870 to 1,080 FASL. The water system contains one (1) 
well/booster pump station/storage tank site (Lake Mohave J3ighlands Well Site), one (1) booster 
pump station/storage tank site (Pegasus Ranch Booster Pump Station & Storage Tank Site), and one 
(1) booster pump station site (Upper Booster Pump Station Site). In all, the water system has a total 
of two (2) active drinkjng water wells, one (1) inactive well, four (4) storage tanks (one (1) not in use), 
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three (3) pressure tanks, seven (7) booster pumps, and one (1) permanently mounted emergency 
generator. 

The inactive well, located at the Pegasus Ranch Booster Pump Station & Storage Tank Site 
has been disconnected from the water system. The well is considered not used and useful to the 
District’s provisions of service. 

The Lake Mohave Highlands Well Site has one (1) storage tank, provided by a developer, 
which is currently not in use or connected to the water system. The storage tank was originally built 
to provide service to the Hillcrest subdivision. However, since acquiring the North Mohave water 
spstem and installing the Pegasus Ranch/North Mohave interconnect, the tank is not currently 
needed. The District will likely place the storage tank in service once the Hillcrest subdivision is built 
out. Therefore, the storage tank is considered not used and useful to the District’s provision of 
semce. 

The in-service plant facilities (i.e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table C. Schematics of the service area 
are illustrated in Figure 3G. 

Table C. Lake Mohave Highlands Water System Plant Facilities Summary 

(S) S e e s  Submersible Pump Well 

500 760 24 None 1995 1 

Lake Mohave Htghlands 
Well, Booster Pump 60 kw Generator 
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4 
6 
8 

I various I 477 R 

various 10,382 
various 9,694 
various 4.954 

I various I 163 1 

-(4) Desert Foothitls Water $stei%- PWS NO; 04-08-137 

The Desert Foothills Water System serves an area northeast of Bullhead City, with a certified 
area of approximately 2,283 acres (3.6 square d e s ) ,  consisting of four (4) pressure zones with 
elevations ranging from 935 to 1,275 FASL. The water system contains one (1) active well/booster 
pump station/storage tank site (Desert Foothills Well Site), one (1) booster pump station site 
(Terraces Booster Pump Station Site), and one (1) well site (Laughlin Ranch Well Site). In all, the 
water system has a total of two (2) active drinking water wells, one (1) inactive well, two (2) storage 
tanks, two (2) pressure tanks, seven (7) booster pumps, and one (1) permanently mounted emergency 
generator. 

The inactive well, located at the Desert Foothills Well Site, has been disconnected from the 
water system. The well is considered not used and useful to the District’s provision of service. 

The in-service plant facilities @e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table D. Schematics of the service area 
are illustrated in Figure 3H. 

Table D. Desert Foothills Water System Plant Facilities Summary 

(S) Signifies Submersible Pump Well 
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Desert Foothills Well, 
100 kw Generator 

2 I 

TotalQuantity ] 1,066 I 

I various I 18.025 
8 various 65,591 
10 2,715 
12 14290 

1 Undetermined I Various I 481 n 

(5) Arizona Gatewy Water $stem- PWS No. 04-08- 163 

The Arizona Gateway Water System serves an area approximately 30 miles southeast of 
Bullhead City, with a certified area of approximately 179 acres (0.3 square miles), consisting of one (1) 
pressure zone with an elevation of approximately 1,000 FASL. The water system contains one (1) 
well site, one (1) booster pump stationlstorage tank site. In all, the water system has a total of two 
(2) active drinking water wells, one (1) storage tank, four (4) booster pumps, and one (1) permanently 
mounted emergency generator. 

The in-service plant facilities @e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table E. Schematics of the service area 
are illustrated in Figure 3F. 

Table E. Arizona Gateway Water System Plant Facilities Summaty 

(S) Slgrufies Submersible Pump Well 
0 Slgrufies Turbine Pump Well 
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1 

(6) Eo Vista Ranches Water System- P W S  No. 04-08-333 

-3 

The Rio Vista Ranches Water System serves a subdivision in southern Bullhead City, with a 
certified area of approximately 322 acres (0.5 square miles), consisting of one (1) pressure zone with 
an elevation of approximately 520 FASL. Rio Vista Ranches is a consecutive water system that 
receives its water from the Bermuda Water Company (PWS No. 04-08-063) through an 
interconnection with E o  Vista Ranches distribution system. The water system has no wells, booster 
pumps, or storage tanks .  Staff did not observe any leaks in the distribution system. 

Detailed listings of the plant facilities are included in Table F. 

Table F. Rio Vista Ranches Water System Plant Facilities Summary 

I various I 8.965 1 
8 various 4,359 

12 I various 637 
TotalQuantity 1 124 - 

C. WATERUSE 

(I) Water Sold 

Figures 4A through 4F represent the water consumption data, in graphical form, for each 
District water system during the 12 month period for the test year, July 2012 through June 2013. The 
water consumption graphs, hgures 4A through 4F, are located in the Figure Section of this report. 
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Table G below represents the hgh and low water consumption of each of the six (6) District water 
sy s terns. 

Table G. Mohave Water District Water System Water Usage 
Test Year July 2012 -June 2013 

(2) Non-Accounted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to idenafy water and revenue losses due to 
leakage and any non-metered water use such as construction, hrefighting, and line flushing. Water 
loss percentages for each water system within the District are listed in the Table H. below. 

Table H. Mohave Water District Water System Water Loss 

As the table indicates, water loss in five (5) of the six (6) water systems has been decreasing 
for the past three (3) calendar years. Desert FoothiUs is the only water system exceeding the 10 
percent limit. However, its water loss is below the 15 percent threshold. 

In Decision No. 73145, dated May 1,2012, EWAZ was ordered to file with Docket Control a 
five-year plan for reducing non-revenue water. The plan was to be based on leak surveys and system 
analysis for determining the most cost-effective approach to reduce water loss in the Mohave Water 
District. As required in the order, EWAZ submitted its Non-Revenue Water Program for the 
Mohave District on March 1, 2013. Staff recommends that the District continue its efforts, via the 
District’s Non Revenue Water Program, to reduce water loss in the Desert Foothills water system to 
below 10 percent. 



EPCOR Water Arizona Inc. - Mohave Water District 
Docket No. WS-O1303A-14-0010 
December 15,2014 
Page 17 

Overall, the District’s average water loss has decreased from 10.24 percent in 2011, to 5.47 
percent in 2013. However, since the average water loss includes the zero (0) water loss from the Rio 
Vista water system, the resultant average is lower than if the water system reported actual water loss 
figures. 

Bermuda Water Company does not meter the water it provides to Rio Vista. As a result, Rio 
Vista is unable to determine its actual water loss. Hence, the zero (0) water loss results for the Rio 
Vista water system. Installation of a purchased water meter at the interconnection would enable the 
District to determine the water system’s water loss. Staff recommends that the District install a meter 
at the Bermuda Water Company and Rio Vista Water System interconnect in order to record the 
quantity of purchased water entering the Rio Vista WaterSystemL Staff further recommends that the 
District be- monitoring water loss, on a monthly basis, by coordinating the readings of the 
purchased water meter and the individual customer meters, and reporting the results in its 
Commission Annual Report going forward. 

(3) Water S_Ysteem Ana& 

a) Mohave Water System - Public Water System (“PWS”) No. 04-08-032 

The Mohave Water System has nine (9) active wells with a total production capacity 
of approximately 8,780 gpm (12,643,200 gallons per day (“GPD”)). The water system 
has a total of fourteen (14) storage tanks with a total storage capacity of 
approximately 5,905,500 gallons. During the peak month, September 2012, the water 
system was serving 14,469 connections when EWAZ reported 166,757,000 gallons of 
water sold. Average daily demand for the month of September 2012 was determined 
to be 5,558,567 gpd. Staff concludes that the water system has adequate production 
and storage capacity to serve the present customer base and any reasonable growth. 

b) Camp Mohave Water System - PWS No. 04-08-037 

The Camp Mohave Water System has one (1) active well with a total production 
capacity of approximately 500 gallons per minute (“GPM’) (720,000 gpd), and one (1) 
storage tank with a total storage capacity of approximately 250,000 gallons. During 
the peak month, July 2012, the water system was serving 78 connections when 
EWAZ reported 1,701,000 gallons of water sold. Average daily demand for the 
month of July 2012 was determined to be 54,871 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 
Lake Mohave J+ghlands Water System- PWS No. 04-08-062 c) 

The Lake Mohave Water System has two (2) active wells with a total production 
capacity of approximately 300 gpm (432,000 gpd), and three (3) storage t a n k s  with a 
total storage capacity of approximately 375,000 gallons. During the peak month, 
September 2012, the water system was serving 271 connections when EWAZ 
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reported 2,535,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 84,500 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 

d) Desert Foothills Water System- PWS No. 04-08-137 

The Desert Foothills Water System has two (2) active wells with a total production 
capacity of approximately 814 gpm (1,172,160 gpd), and two (2) storage tanks with a 
total storage capacity of approximately 1,000,000 gallons. During the peak month, 
September 2012,- the water system was serving 1,056 connections when EWAZ 
reported 24,881,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 829,367 gpd. Staff concludes that the water 
system has adequate production and storage capacity to serve the present customer 
base and any reasonable growth. 

e) Arizona Gateway Water System- PWS No. 04-08-163 

The Arizona Gateway Water System has two (2) active wells with a total production 
capacity of approximately 335 gpm (482,400 gpd), and one (1) storage tank with a 
total storage capacity of approximately 350,000 gallons. During the peak month, 
September 2012, the water system was serving 8 connections when EWAZ reported 
654,000 gallons of water sold. Average daily demand for the month of September 
2012 was determined to be 21,800 gpd. Staff concludes that the water system has 
adequate production and storage capacity to serve the present customer base and any 
reasonable growth. 

9 Rio Vista Ranches Water System- PWS No. 04-08-333 

The Rio Vista Ranches Water System is a consecutive water system that receives its 
water fiom the Bermuda Water Company (PWS No. 04-08-063) through an 
interconnection with Rio Vista Ranches distribution system. The water system has no 
wells, booster pumps, or storage tanks. During the peak month, June 2013, the water 
system was serving 121 connections when EWAZ reported 1,608,000 gallons of water 
purchased and sold. Average daily demand for the month of June 2013 was 
determined to be 53,600 gpd. 

D. GROWTH4 

Table I and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCISyy) data base. Accordingly, 

S W s  historical growth figures are based on the data reported by EWAZ fiom its Enterprise Customer Information System 
(“&IS”) data base. Projected growth figures are based on EWAZ projections fiom its eCIS data base, local economists, and local 
developers. 
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Table I and Figure 5 indicate that the District experienced negative growth in 2009 at a rate of 0.41 
percent (loss of 65 customers), positive growth in 2011 and 2012 at a total rate of 1.09 percent (gam 
of 170 customers), and negative growth again in 2013 at a rate of 0.32 percent (loss of 50 customers). 
Overall, the District has seen a net gain of 56 customers (0.36 percent increase) from 2008 to 2013. 
However, from 2008 through 2012 Bullhead City has seen a decline in its population by 2.81 
percent.’ 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. For 2014, EWAZ is 
projecting a 0.80 percent increase in the District’s growth rate, a gain of 127 customers. That appears 
to be reasonable as Bullhead City is predicting moderate growth of approximately 0.56 percent in 
2014.6 In general, EWAZ is projecting the District’s growth to increase at a total rate of 2.12 percent 
(projected gain of 335 customers) from 2014 through 2019. 

Table I. Mohave Water District Actual and Projected Growth 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ) 
COMPLIANCE 

( f )  Compknce Status 

ADEQ Compliance Status Reports (“CSR”) indicate that the six (6) District Water Systems 
are currently in full compliance with its requirements.’ Additionally, ADEQ has indicated that 
Bermuda Water Company, which provides water to the District’s Rio Vista Ranches Water System, is 
currently in full compliance with its requirements.8 

Information obtained fkom the Bullhead City M C i t y  Details 
Information obtained fkom CLR Search.com 
ADEQ CSRs dated May 19,2014, July 9,2014, and August 6,2014. 
ADEQ CSR dated August 18,2014. 

http://Search.com
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According to the ADEQ CSR's, the District's water systems and the Bermuda Water 
Company water system are currently delivering water that meets water quality standards required by 
40 CFR 141 (National Primary Dlinking Water Regulations) and Arizona Administrative Code, Title 
18, Chapter 4. 

(2) Water- Monitoring and Testing ExpenseJ 

District water sampling for monitoring and testing is divided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance sampling is conducted, as required by 
ADEQ, on source water, hnishedltreated water, and water in the distribution system. Process 
sampling is conducted on source water, finished/treated water, and at various stages of a treatment 
process. Process sampling essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing water that meets regulatory limits; 2) adjust plant operations based on changes 
to source and finished water quality; 3) adjust chemical additions (volume and type); 4) track the 
breakthrough of filtration media; and 5) adjust the volume of water required to be treated for 
contaminant removal in order to maintain compliance with ADEQ. 

a) Mohave Water System (PWS No. 08-032) 

The Dismct proposed a total of $21,400 for the Mohave Water System annual water 
testing expense. Table J represents the monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff. The estimated annual water testing 
expense for the Mohave water system was determined to be $21,400. Staff concludes 
that this expense is reasonable and appropriate. 
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Table J. Water Monitoring 8 z  Testing Costs - Mohave Water System (PWS No. 04-08-032) 

NitratelNitrite I$  23 20 $ 450 $ 150 

Process Analysis Testing 

Perchloroethylene (PCE) 96 176 6 I 96 1,056 1 f 352 I 
Total Coliform 18 96 I f 1,728 f 576 
Total Annual Water Testing Costs $ 21,400 

TlXM means Total Trihalomethanes and HAA5 means Waloacetic Acids. 
R 

b) Camp Mohave (“WS No. 08-032), Lake Mohave €€@lands (“WS No. 08-062), and 
Desert Foothills (PWS No. 08-137) Water Systems 

In addition to Total Coliform, Lead & Copper, Disinfectant-By-Products, Manganese, 
and Total Organic Carbon testing, the Camp Mohave, Lake Mohave, and Desert 
Foothills water systems are also subject to mandatory participation in the Monitoring 
Assistance Program (“MAP’3.’ The District proposed a total of $9,681 for the three 
(3) water system annual water testing expenses. The monitoring and testing expenses 
that were reviewed, evaluated, and recalculated by Staff are represented in Table K. 
The total estimated annual water testing expenses for the three (3) water Systems was 
determined to be $9,681. Staff concludes that this expense is reasonable and 
appropriate. 

The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 
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Table K. Water Monitoring & Testing Costs - Camp Mohave (PWS No. 04-08-037), Lake 
Mohave Highlands (PWS No. 04-08-062), 8 z  Desert Foothills (PWS No. 04-08-l37) Water 

Systems 

Annual Costs 

Lead & Copper 5 10 10 

5 
a 5 -  ~ 

96 90 7 Disinfection-By-Products 

Disin fection-B y-Products 

IOCs, Nitrate, Nitrite, 1 H I 
MAP SOCS, vocs, 

Radiochemicals (RADS), 

9 

f 35 36 N/A N/A Total Organic Carbon 
(roc) 

Total Coliform I $ 18 1 36 I 72 1 72 

Total Annual Water Testing Costs 

$ 441 I f 315 

I 

Annual costs 

' $ 2,935 I $ 2,147 1 $ 4,599 1 $ 9,681 

c) Arizona Gateway (PWS No. 08-163) and Rio Vista Ranches (PWS No. 08-333) Water 
S ys tems 

Since Arizona Gateway water system is currently classified a transient Non- 
Community public water system, and Rio Vista Ranches water system is classified a 
consecutive water system, the water systems are exempt from participating in the 
MAP program. The District proposed a total of $1,181 for the two (2) water system 
annual water testing expenses. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table L. The 
estimated annual water testing expense for the Rio Vista Ranches and Arizona 
Gateway water systems was determined to be $1,181. Staff concludes that this 
expense is reasonable and appropriate. 
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Mohave 

Rio Vista Ranches 

Table L. Water Monitoring & Testing Costs - E o  Vista Ranches (PWS No. 04-08-333) & 
Arizona Gateway (PWS No. 04-08-163) Water Systems 

1 04-08-032 I] $ 24,480 $ 0 1 %  21,400 

04-08-333 1 $ 726 96 0 I t  726 

I N/A 1 $ 216 I $ 0 $ 216 Total Coliform 36 

Total Annual Water Testing Costs $ 455 I $ 726 $ 1,181 

d) Mohave Water District 

The District reported water testing expenses of $26,727 during the test year. The 
combined monitoring and testing expenses of the District, expressed in Table My 
totals $32,262. Staff recommends an annual water testing expense, for the District, of 
$32,262 be used for the purposes of this application. 

Table M. Water Monitoring & Testing Costs - Mohave Water District 

I 04-08-163 I $ 455 I 96 455 I 
Camp Mohave 04-08-037 I $ 2,484 I f  451 96 2,935 

Desert Foothills 04-08-137 I $ 1,635 I $  2,964 36 4,599 

1 Total Annual Water Testing Costs 30,983 I $ 4359 y $ 32,262-1 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service areas are not located within an ADWR Active 
Management Area (‘AM“’). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s water systems are currently in compliance with departmental requirements 
governing water providers and/or community water systems. 
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G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for District.” 

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table N. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates’’ in Table N be adopted. 

~ 

Table N. Depreciation Rate Table - Mohave Water District 

301 
302 
303 

304 

305 

306 
307 
308 
309 
310 

311 

301000 
302000 

303200 
303300 
303400 
303500 
303600 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 
305000 

306000 
307000 
308000 
309000 

310000 
310100 

311000 
311200 
311300 
311400 

Depreciable Plant 

Organization 
Franchises 

Land & Land Rights 
Land & Land Q h t s  - SS 
Land & Land Rights - Pumping 
Land & Land Rights - Treatment 
Land & Land Rights - T&D 
Land & Land Rights - AG 

Structures & Improvements 
Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement - Water Treatment 
Equipment 
Structure & Improvement - T & D 
Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Immovement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

& Pumping 
Lake & River Intakes 

Wells & Springs - Source & Pumping 
Infiltration Galleries - Source & Pumping 

Supply Mains - Source & Pumping 
Power Generation Equipment - S & P 

Lake & Rive 
Wells & Springs - Source & Pumping 

Infiltration Galleries - Source & PumDing 
Supply Mains - Source & Pumping 

Power Generation Equipment - S & P . -  

Power Production Equipment 
Power Generation Equipment - Other S & P 

Pump Equipment - Steam 
Pump Equipment - Electdc 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 

Pumping Equipment 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
2.50 

1.67 

1.67 
2.50 
2.50 
1.67 

0.00 
3.33 

0.00 
4.00 
4.00 
4.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
2.50 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3.33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.67 
2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
125 

lo Per Compliance Section email, dated August 8,2014. 
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332 332000 
333 

333000 
333100 

334100 
334 I 334200 

334300 
335000 

336 336000 
339 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
340310 
340325 
340330 
340400 

340 

341000 
341100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 

346 

Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution 
Pump Equipment - Source & Pumping 

Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Eqmpment - Filter Media 

Distnbution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Clearwell 

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - +inch & less 
TD maius - 6-inch to 8-inch 
TD mms  - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Water Treatment Equipment 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 
Services 

Services 
Services - Water Treatment Equipment 

Meters 
Meter installations 
Meter Vaults 

Meters 

Hydrants 
Bacldlow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangible 
Other Plant/Miscellaneous Equipment - Supply 
Other Plant/Misc&aneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handling Equipment - General Plant 

Office Furniture & Equipment 

I 

Office Equipment - Other 
Transportation Equipment 

Transportation Equipment - 6en;ral Plant 
Transportation Equipment - Light Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment -Autos 
Transportation Equipment - Other 

Stores Equipment 
Tools. ShoD & Garme EauiDment 

Laboratory Equipment 
Power Operated Equipment 
Communication EauiDment 

0.00 
0.00 
4.00 
4.00 

5.00 
5.00 
10.00 

1.54 
1.54 
1.54 
1.54 
2.00 

1.43 
2.00 
1.43 
1.43 
1.43 
0.00 
1.43 

0.00 
2.50 

6.67 
2.50 
2.50 
2.00 
6.67 

3.33 
0.00 
0.00 
0.00 
0.00 

5.00 
0.00 
10.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

20.00 
20.00 
14.29 
16.67 
16.67 
4.00 
4.00 
4.00 
5.00 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

250 
0.00 

8.33 
2.50 
2.50 
2.00 
0.00 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
0.00 

0.00 
20.00 
14.29 
0.00 
16.67 
4.00 
4.00 
4.00 
5.00 

12.5 
12.5 
12.5 
12.5 

3.33 
3.33 
20.00 

2.22 
2.22 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

6.67 
6.67 
6.67 
6.67 
6.67 

6.67 
6.67 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

20.00 
20.00 
20.00 
20.00 
20.00 
4.00 
5.00 
10.00 
5.00 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
6.67 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
0.00 

0.00 
20.00 
14.29 
20.00 
16.67 
4.00 
4.00 
4.00 
5.00 
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I. OTHER ISSUES 

(I) Sewice Line and Meter InstaLation Charges 

EWAZ-did not propose any changes- to the District’s existing service line and meter 
installation charges.” The proposed charges are refundable advances, and are within Staffs typical 
range of charges for service line and meter installations. Since the District may at times install meters 
on existing service lines, it would be appropriate for some customers to only be charged for the meter 
installation. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table 0 be adopted. 

Table 0. Service Line and Meter Installation Charges - Mohave Water District 

5/8 x 3/4inch 

3/4inch 
1 -inch 

1-1 /2-inch 
2-inch Turbine 
2-inch Compound 
3-inch Turbine 
3-inch ComDound 
4inch Turbine 
4inch compound 
6-inch Turbine 
6-inch ComDound 
%inch or Larger 

EB* Indicates Individual C: e Basis at Actual Cost. 

’’ The Company’s current charges were approved in Decision No. 73145, effective May 1, 2012. 
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(2) Cudailment Tanf 

The District has an approved Curtailment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cross-Connection/ Backfiw Prevention Tan f  

The District has an approved Cross-ConnectionlBackflow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,2013. 

(4) Best Management Practices (“BMPJI) Tart$ 

The District has ten (10) BMP’s on file with the Commission. The Bh4P tariff became 
effective January 20,2012. 

2 4  
On June 1 3 , M 4 ,  EWAZ filed an amendment to the application proposing a change to the 

Meter Repair and/or Replacement Tariff (BMP 4.2). In the proposed change, EWAZ requested that 
paragraph 3 of the BMP tariff, which refers to the inspection of meters, be modilied such that pulling 
a meter for inspection would no longer be required and therefore be stricken from the tariff. Staff 
concludes that the request to modify BMP 4.2 is appropriate and relevant. Staff recommends 
approval of the modification in BMP 4.2, attached hereto as Attachment A. 

(5) Unnguhted Contaminant Monitoring 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and sampling assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drinking water, but 
that do not have health-based standards set under the Safe Drinking Water Act (“SDWA”). The 
UCMR3 program is the primary source of drinking water contaminant occurrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoling and sampling in the 
Mohave Water System for the presence of UCMR3 contaminants. Samples to be tested for the 
presence of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each EPDS 
within one (1) consecutive twelve (12) month period. Samples to be tested for the presence of seven 
(7) of the UCMR3 contaminants are to be taken twice (2) from the distribution system maximum 
residence time sampling locations within the same consecutive twelve (12) month period. Each 
sampling event must occur five (5) to seven (7) months apart. Sampling can span more than one 
calendar year, as long as the sampling is conducted during a twelve (12) month period. 
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Number of 
Samples Sample Locations 

The District began sampling for the first sample set of UCRM3 contaminants in August 2014. 
The second set of samples will be sampled in February 2015. The total cost for testing the samples, 
as illustrated in Table P, which is a one-time occurrence is anticipated to be $9,240. Staff concludes 
that the one-time expense of $9,240 associated with sampling and testing of the UCMR3 
contaminants is reasonable and appropriate. 

I Per 1 TotalCost Sample Date Laboratory Sample 

Table P. EPA Mandated UCMR3 Testing Costs 

~ 

7 Distnbution System - Maximum Residence 
Time (“DSMRT”) August2014 Belleville- 0 160 $ 1,120 . 

Entry Point - Distribution System (“EPDS’) 
Distribution System - Maximum Residence 
Time (“DSMRT”) 
Entry Point - Distribution System (“EPDS’) 

7 August2014 Belleville $ 500 $ 3,500 

7 February2015 Belleville $ 160 41 1,120 

7 February2015 Belleville $ 500 $ 3,500 

(6) Mobave Water District Post Test Year Phnt Additions - Post Test Year Investment Pmjects (YPs’j) Used 
and Us$d (Ju4M3 -June 30,ZO 14) 

EWAZ has requested that four (4) District post-test year capital investment projects (“Ps”), 
totaling $5,398,138, be included as Post Test Year Plant Additions. Each of the District IPS, listed in 
Table I?, were found to be in-service and used and useful during the plant facilities site inspection on 
June 24 & 25, 2014. Staff concludes that the costs associated with the installation of the Districts 
IPS, listed in Table Q, are reasonable and appropriate. 

a t 3  

Total 

Table Q. Post Test Year Plant Additions - Mohave Water District Investment Projects 
(Used and Useful) 

$ 9,240 

(7) System Improvement Benejt (“SIB ’3 - Mobave Water District 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
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Valves 

Material/Type Units’ 
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Average Existing Plant Existing Plant units 
Exceeding Average Exceeding Average to be 

Life U s e m  Lice (units) Useful Life (“!o) Replaced (Years 

submitted a SIB Engineering Report (“SIB Report”), dated March 17,2014, supporting the need for 
its proposed 5-year infrastructure replacement projects for the District’s six (6) water systems.’2 The 
proposed infrastructure replacement projects are expected to commence in 2015 and finish, 4 years 
later, in 2019. The Report identifies the most critical areas within the District, provides estimates for 
the quantity of service lines, meters, water m a i n s ,  and valves that need to be replaced within the 
District, and estimates the associated replacement costs. 

415,564 

185,492 

Historical repair and replacement data was utilized by EWAZ to assess the Districts existing 
plant (e.g. m a i n s ,  services, and valves). Table S., which illustrates the results from the assessment was 
used to assist with establishing existing plant replacements for the SIB. 

_ _  

Table S. Water Main, Services, & Valve Assessment - Mohave Water District 

34 

49 

Ductile Iron (DI) 
Polyethylene 
Gate Valves 

Acrylonitrile Butadiene Styrene (ABS) 599,060 417,419 70 I 1 4 2 1  

19,526 23 6,158 32 0 
10,600 26 2,600 25 777 
2,791 39 1,303 47 228 

Polyvinyl Chloride PVC) 

Asbestos-Cement (AC) 

70,206 

26,364 

17 

14 

Does not include assets previously replaced 
2 Main replacement units are expressed as Linear Feet (“LF”). 

A summary of the District’s planned infrastructure replacement projects, which includes 
replacements of approximately 17,657 linear feet (“lf’) of water main, 777 service lines, 228 valves, 
and 6,474 meters, is tabulated in Table T. Specific details of each of the proposed projects are 
described in a SIB Plant Table 1. The tables, separated by the project year (2015 through 2019), the 
project (water mains, service lines, valves, and meters), and the project location, are included in this 
report as Attachments 2A-2E, 3A-3J, 4A-4E, and 5A-5G. 

The Plan of Administration (“POA”) and its exhibits, for the District’s SIB projects, was 
reviewed and is included in this report. The POA is attached as Attachment 6 and the exhibits, 
which include SIB Tables I and 11, and the Schedules, are attached as Attachments 7A-70. 

Based on a review of the SIB Report, Staff has determined that the proposed 5-year 
infrastructure replacement projects tabulated in Table T, totaling $9,884,632, appear to be reasonable 
and appropriate. However, no “used and useful” determination of the proposed plant items was 
made, and no conclusions should be inferred for rate base purposes in the future. Staff recommends 
approval of the District’s proposed Plant Table I of the SIB Mechanism (elqgble 5 year infrastructure 

SIB Engineering Report - EWAZ Exhibit CC-1-A, dated March 17,2014. 
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2018 

improvement projects), submitted as a supplement to the District's application by EWAZ on March 
17, 2014, totaling $9,884,632 as tabulated in Table T. Staff further recommends that SIB 
Attachments 2A-2E, 3A-3J, 4A-4E, 5A-5G, 6, and 7A-70 be adopted. 

2013 1 Total 

Table T. SIB - Mohave Water District Planned Infrastructure Replacement Projects (2015 - 2019) 

Year 2015 2016 
Plant units 1 cost2 units I cost2 

I I 

2017 
units 1 cost2 

I 
4,087 

145 

45 

1,457 

. _  

I I I I I 1 

Total I I $2,109,159 I I $1,998,256 I I $2,046,687 
1 Water Main Replacement Units are expressed in linear feet. 
2 Cost estimates are in 2014 dollars and do not account for inflation. 

$1,030,934 3,503 $992,251 17,657 $4,588,477 

$562,716 103 $399,722 777 $3,015,382 

$229,658 45 $227,256 228 $1,112,461 

$266,481 118 $21,511 6,474 $1,168,312 

$1,640,740 $9,884,632 $2,089,789 

Mains' 

Services 

Valves 

Meters 

2,162 $566,093 3,820 $872,322 4,085 $1,126,877 

274 $1,063,339 153 $593,762 102 $395,842 

46 $212,819 46 $217,439 46 $225,289 

1,479 $266,908 1,782 $314,733 1,638 $298,679 
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FIGURES 
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I Double Diamond Uwiie8, Inc. 
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cf 
*c * ut x p t m  waw Comp.ny. 1°C. 

06/01 12014 

FIGURE 1 - MOHAVE COUNTY MAP 
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I a N f B w  

a ~ a w  Lake Mohave 

FIGURE 2 - CERTIFICATED AREA 
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EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #08-032) 

Well 24-1 Site Well #24-1 (DWR # 55-506309) 
drilledm 1983,515' well depth, 1,400 

Two 100-Hl' Booster Pumps 
g p q  16" caS;lg, 250-HP 

10" Meter 

Legends Tank (24'-H) 
S W A  
One Onsite Generator (400 b) 
Chlorine Analyzer was installed m 

- O f' gallonStorage 

uzlnlecnon 

May 2010 

Well 16-3 

Silver Creek Tank Site 
6" Meter 

-+ 0 + 300,000flon - 
Storage Tank Gravity flow 

(32'-€9 &40m 

4 

Legends 4 Booster Pump 
-# SCADA 

9414 

h Laredo Village Tank Site 

750,000 gallon Storage Tank 

SCADA (soh p m  operated) 
Bottom of 750,000 gal T k  is 

Customers 

Well lGZSite 4- 

Customers 

I I 4' lower than 500,000 gal Tank I 
I 

Well 16-1 Site Transfer Station 
L - StorageTank n4" Meter 

(24-w North Tank) v 

Well #16-1 8" meter - Soh power opecued SCADA 
15-m Booster pump one &-site &entOr (230 Icw) 

One %" Backflow Device (hul led m 02/2011) 
Chlodne Analyzer installed in May 2010. 
One capped Standpipe 

1,000,000 gal storage 
Tank (24'-H, 

.~ .. _. - 
(DWR # 55-603473) 

16" casing 200-Hl' 

drilled in 1970,400' well 
depth, 2,150 g p q  14"- 

c1z %e*m 

FIGURE 3A 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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Well LV-2 (DWR # 55-221762) d d e d  
in 2013,1,4Q6‘well depth, 100 gpm, 12” 

Laredo Village #2 Well Site 

Two 7.5-Hp Booster Pumps 

casing, 4o-m 

3” Meter e’ + 0 7 - r  

Legends: 
SCADA C12 Injection 

3” Meter 36,5000 $on 

Legends: 

awl 
r B  
c .3j G a  .a4 i!- 
V +  
E ;  
2 4  
rn 

EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #08-032) 

Well 164 Site Well 16-4 (DWR # 55-222149) dnlled 

21” casing, 250-HP 
in 2013,860’ well dep&1,400 gpm, 

6” Meter 

Laredo Village #1 Well Site 

Two 15-HP Booster Pumps 

Well LV-1 (DWR # 55-214621) 
drilled m 2008,1,410’ well depth, 
180 gPm, 8” casing, 60-HF’ 

SCADA cl, hyecbon 

3 

Y 
2 

... 
lli 

- - 
$ 
Y 

9-4-14 

Legends: CI,Injection 
SCADA 

i2 
E, 

Fc 

FIGURE 3B 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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EPCOR Water Arizona, Inc. - Mohave Water District 

Mohave System (PWS #08-032) 

WeII 16-2 (DWR # 55403472) dulled u1 
1975,610’welldepth, 600gpns12”-10” - 

Well 16-2 site 

casmg, 75-HP 

gallon Storage 
Tank (32’-H) 

8” Meter 8 
0 
e 
c 

1,000,000 gallon 
StorageTank 3,000 gal Pressure 

Tank (abandoned) (32’-H) 

100-HP Booster Pump - 

Legends. 
SCADA 
Chlorine Analyzer installed in May 2010. 
Well Pump replaced in November 2010. 

; 

v ) E  2 
iij 

.* 2 g  7 

2; =I 

6 
P 
- 3  
=I-u 

Legends: 
Well Meter replaced in April 2010. 
One2”BackflowDeviceinstalledin02/2011. 
one Bulldozer installed in 2007 
One Trailer (for wastewater) installed in 02/2011 
A 2nd floor Concrete Building used for 
0 ffice/Warehouse. 

WeII 16-3 (DWR # 55-509446) 
a backup well runs in summer 

drilled in 1985,602’ well depth, 
500 g ~ m ,  14” C* 75-HF’ 

Storage Tank 

Riverview Mall Booster Pump Station 

Two 15-HF’ & one 50-HP Booster 
Pumps I 

9-4-14 

FIGURE 3C 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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9 4 1 4  EPCOR Water Arizona, Inc. - Mohave  Water District 

Mohave System (PWS #OS-032) 

Big Bend Acres Well #2 (DWR # 55-519149) 
drilled in 1987,280’weU depth, 2,100 gpns 18” 
lasing, 100-HP 

12” Meter Storage Tank Q, Inlemon 

Thee 50-HP Big Bend Acres Well Site 

@l 

12” Meta 84 
SCADA 
WeJI Meter replaced in Dec 2008 
The 125,000 gallon storage tank demolished in 2008. 
One Chlodne AnaIy~er was installed in May 2010 

Medin 1961,115’weU depth, 250 gpl4 8” 
casiog, (wen is &connected & abandoned) 

T~~ clay valves 
one Check Valve 

Mohave Dr. Booster Pump Station Site 

I 

50-HP, 2-HP & l%-HP Booster Pumps 

Reservoir Fihg  
Valve 

Desert Glen Booster Pump Station Site I n 
%-HP Compressor 

b 

F‘ meter 
200,000 g2.I 

Storage Tank 

U I 

Two 15-HF’ &one 1OO-HP 
Booster Pumps 

c 

i7 
g 
V 

FIGURE 3D 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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~ 

Two 20-HP Booster Pumps Mountain View Booster Pump Station Site Upper Zone Tank Site 

~~ _ _  
c 3 

125,000 gal - b StOwTank 
(24'-H) , 

I A  

10 Ji 
e 

l l  I I 

Legend 
SCADA 

Bullhead City Well #4 (DWR # 55-603479) 
580' well depth, 220 gpm, 12" casing, (Well is 

Bullhead City Well #5 Site Bullhead City WeU #5 @WR# 55-603477) 
drilled in 1975,450' well depth, 350 gpm, 12" 

U2 Injemon 
Legend: 
SCADA 
Chloine Analyzer 

2010 

w 
6" Meter installed in May 

FIGURE 3E 

MOHAVE WATER DISTRICT - MOHAVE WATER SYSTEM (PWS NO. 04-08-032) 
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300,000 gal Storage 
Tank (2Y-y 

One On-Site Generator 
Legends: 

9414 
EPCOR Water Arizona, Inc. - Arizona Mohave Water District 

Camp Mohave System (PWS #08-037) 

Well #2 (DWR # 55-559559) d a d  m 1996, 
312’ wd depth, 500 gpm, 8” casing, 20-W - 4 Injection 

c;: 
4” 

Meter 
Sand 

Separator 

200’ depth, 55 gpm, 8” casing 

~ 

Camp Mohave well Site 

5,000 gal 
Pressure 

Tank 

Lezends 
I 

Two 40-W &Two 15-W 
Booster Pumps KV& 175 Ko;3 

On-Site Generator (219 

SCADA 

Arizona Gateway Water System (PWS #OS-163) 

WeU #2 (DWR # 55-200219) 
d W  in 2007,775’ wd depth, 300 gpm, 

Arizona Gateway WeU Site Well #1 (DWR # 55-586016) 
dr9ed in 2003,695’ wd depth, 35 gpm, 
8” casing, 7%-W 6,, meter 10” casing, 60-Hp (turbine) 

1 -* 2’; meter 

0-- 
I Legends: 

SCADA/dialer to opmtor 
4 I 

Four 40-W Booster Pumus 

FIGURE 3F 

MOHAVE WATER DISTRICT - CAMP MOHAVE & ARIZONA GATEWAY WATER SYSTEMS 
(PWS NO. 04-08-037 & 04-08-163) 
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Lake Mohave Well site 

1, 4 10,000 Gallon 
Pressure Tank 

\ 

4” Meter :-+k 
Well #2 (DWR # 55-556101) 
dnlledln 1996,505’weU depth, 

CI,In)ecaon 150 gpm, 8” C ~ S &  20-HP 

150,000 Gallon 
Stotage Tank (24’-H) W - 0  

4” Meter 

Two 25-HP Booster Pumps 

9 4 1 4  Arizona American Water Co. Mohave Water District 

v 

i2 
3 
-3 
8 P 
; z  
& i  , g z  -39 
gg 
N C 

- 8  

.- 
Legends: v) 

2 
5 
3 SCADA 

One &-Site Gas operated Generator (60 kw) 
One %” Backilow Device ( i d l e d  in Feb 2011) 
One Booster P u m ~  reulaced in December 2010 

100,000 Gallon 
Well #1 (DWR # 55403417) 
drilled in 1973,500’ well depth, 150 
gpm, lo” c&g, 20-HP 

Storage tank (24’-H) 

I .  

Zone 2 
customers in 
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Mohave Water System 
Water Usage -July 2012 - June2013 
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Mohave Water District - Actual and Projected Growth 
2008 through 2019 
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ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REOUIREM ENTS 

The require-men& of €his tat% are governed by-RuleS of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 
(whichever occurs first) : 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

2. Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. In  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. 1-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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I. GENERAL DESCRIPTION 

This document is the Plan of Administration (“POA”) for the System Improvement Benefits 
(“SIB”) Mechanism approved for EPCOR Water’s (“Company”) Sun City Water District by the 
Arizona Corporation Commission (“ACC” or “Commission’’) in Decision No. XXXXX on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be ~ompleted,’~ net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. Xxxxx. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not ehglble for inclusion in the SIB. 

II. DEFINITIONS 

NARUC - National Association of Regulatory Utility Commissioners 

SIB - System Improvement Benefit mechanism to be implemented between rate 
proceedings to support investment in plant recorded in SIB Elqgble NARUC 
accounts. 

SIB Elqgble Plant - Investments in plant recorded in SIB Eligible NARUC accounts. 

SIB Elqgble NARUC accounts: 

. NARUC Account NO. 309 - Supply Mains 

. NARUC Account No. 331 - Transmission and Distribution Mains 

NARUC Account No. 333 - Services 

NARUC Account No. 334 - Meters and Meter Installations; 

. NARUC Account No. 335 - Hydrants 

SIB Plant Table I (Excerpt attached as Exhibit 1)16 - The schedule of planned SIB 
eligible projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, this term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

SIB Plant Table I1 - The schedule of completed and vedied SIB elqgble projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

lS Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 
of Construction, Professional Engineer’s Certificate of Completion, etc. 
l6 See Company filing of August 22,2013 
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0 

0 

0 

Total Revenue Requirement - The revenue requirement approved in Decision No. 
Xxxxx, plus the SIB Revenue Requirement. 

SIB Revenue Requirement - The revenue requirement equal to the return on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

SIB Revenue Requirement Efficiency Credit - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

Gross SIB Surcharge - Amount to be shown on customers’ bills based on meter 
sizes without consideration to the SIB Surcharge Efficiency Credit. 

SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bills. 

SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bills. 

SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the preceding 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or credit by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must hle 
with Docket Control semi-annual status reports .delineating the status of all SIB 
Eligible Plant, on a project by project basis as listed in the latest Commission 
approved SIB Plant Table I. The initial semi-annual status report shall include only 
those projects from the initial SIB Plant Table I which the Company has designated 
as most likely to be completed in the hrst 12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the preceding twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or credit to true up over or under collections, regardless of whether it seeks a new 
surcharge. The f i g  dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 
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C. SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. SIB Plant Table 11’’ (with supporting information and documentation), 
showing the SIB eligble projects completed for which the Company seeks 
cost recovery. Such projects must: 

a. 

b. 

C. have been verified; and 

be projects listed in the SIB Plant Table I; 

have been completed by the Company; 

2. 

3. 

4. 

5. 

6. 

d. be actually serving customers. 

A summaxy of Commission approved SIB-elgble projects contemplated for 
the next twelve (lZ)-month SIB surcharge period from SIB Plant Table I” 
from Decision No. XXXXX to allow the Commission to establish the latest 
SIB Plant Table I. 

SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credit, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
Xxxxx and the pro-forma revenue requirements including the effects of 
SIB Ehglble Plant. 

Schedule B (sample attached as Exhibit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge period, as 
well as the individual SIB True-up Adjustment for each meter size. 

SIB Schedule C (sample attached as Exhibit 5) showing the effect of the SIB 
Surcharge on a typical residential customer bill for both median and average 
usage. 

SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB Eligible Plant projects on the fair 
value rate base, revenue, and the fair value rate of return. The Company shall 
also file the following as part of SIB D Schedule: 

l7 Sample attached as Exhibit 2 
l8 Beginning with its SIB Surcharge Request filing for the second 12-month surcharge period, the Company may 
request a change from the estimated Cost/Unit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 
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a. 

b. 

C. 

d. 

e. 

f. 

the most current balance sheet at the time of the filing; 

the most current income statement; 

an earnings test schedule; 

a rate review schedule (including the incremental and pro forma 
effects of the proposed increase); 

an adjusted rate base schedule; and 

a Construction Work in Progress ledger for each project showing 
- accumdation-of--clzarges -by mon&- and - paid contractor invoices 

including a summary page showing the calculation of the SIB e&ble 
rate base and depreciation expense net of associated retirements. 

D. The Company will maintain and provide to the Commission’s Utilities Division 
(Staff) and the Residential Utility Consumer Office (RUCO) schedules in Microsoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. Xxxxx, and the effects of completed SIB e b b l e  plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

E. The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. MIXXX. 

F. The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be filed with each SIB Surcharge Request, except the first. 

G. Unless otherwise authorized by the Commission, the Company shall be required to 
hle its next general rate case no later than Month, Day, Year, with a test year ending 
no later than Month, Day, Year. 

H. Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 
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(1) The required rate of return is equal to the overall rate of return 
authorized in Decision No. -. 

The gross revenue conversion factor/tax multiplier is equal to the 
gross revenue conversion factor/- multiplier approved in Decision 
No. -, and 

The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. -. 

(2) 

(3) 

2. The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant unit cost listed in 

__ ~- SB-Plant-Table-€€-or 4-10-percent-ef &e SIB -plant- estimated-unit cost listed -- - 
in the latest Commission approved SIB Plant Table I. 

The amount to be collected by each SIB Surcharge Request shall be capped 
a n n d y  at five percent of the revenue requirement authorized in Decision 
No. xxxxx. 

- - - - 

3. 

B. Reconciliation And True-Ups 

1. The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

2. 

3. 

4. 

5. 

A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bill. 

For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule B, attached hereto as Exhibit 4. 

Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 
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C .  Earnings Test 

1. Once a SIB Surcharge is in effect, the Company shaIl be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
determine whether the actual rate of return reflected by the operating income 
for the affected system or division for the relevant 12-month period 
exceeded the most recently authorized fair value rate of return for the 
affected system or division. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

based on the rate base adopted in the most recent general rate case, 
updated to recognize changes in plant, accumulated depreciation, 
contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available financial statement (quarterly or longer). 

ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

c) 

V. 

A. 

B. 

C. 

D. 

The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission approval. 

Any addition to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system reliability, integrity and safety. Ehgble 
plant additions are limited to plant replacement projects. The costs of extending 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

To be ehgble for SIB treatment, a project must be SIB Ehgble Plant. 

SIB Eligible Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following formula: ((Volume of Water Produced and/ or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 
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2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 

Any other engineering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negltgence or 
improper maintenance, including, but not limited to: 

a. 

3. 

A documented increasing level of repairs to, or failures of, a plant 
asset justifjmg its replacement prior to reaching the end of its useful 
service life (e.g. black poly pipe); 

Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

_ - - -  - _ - _  ~ _ _ _ _  __ ~ _ _ _ _ ~  - - ~_ - _ ~ _ _  -_ ._ 

b. 

VI. SIB SURCHARGE RATE DESIGN 

A. The SIB Surcharge rate d e s 9  shall be calculated as follows: 

1. The SIB Surcharge shall be a fixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividing the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
3/4-inch 
1 -inch 
1 Y2-inch 
2-inch 
3-inch 
4-inch 

8-inch 
10-inch & above 

6-inch 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 
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VII. SIB SURCHARGE NOTICE REQUIREMENTS 

A. 

B. 

C. 

D. 

E. 

Thu-ty days prior to filing each application to implement a SIB Surcharge, the 
Company shall hle a proposed form of notice to Staff for review, and a Summary of 
what the Company will be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bill insert. After providing notice, the Company shall fie a copy of 
the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The S u m m a r y  and Notice shall include at 
least the following information: 

~ 2; -Theindividd~ross-SIB Surchaxgqby-meter size; ~ - - - ~ - - ~ 

2. The individual SIB Surcharge Efficiency Credit, by meter size; 

3.  The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a summaq of the projects incLcided 
in the current SIB Surcharge request, including a description of each project and 
its cost. 

A SIB Surcharge shall not become effective until approved by the Commission. 

The Company shall provide a proposed order for the Commission’s consideration. 

The Company shaU notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. Xxxxx. 

The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providing the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 
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ENGINEERING REPORT FOR 
EPCOR Water M o n a  Inc. 
Paradise Valley Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 24,2014 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (“ACC” or “Commission”) Utilities Division Staff 
(“Utilities Staff’ or “Staff’) concludes that the Paradise Valley Water District (‘Taradise 
Valley” or “District”) water system, has adequate production and storage capacity to serve 
the present customer base and any reasonable growth. 

The Maricopa County Environmental Services Department (“MCESD”) Compliance Status 
Report (“CSR”), indicates that the District water system is currently delivering water that 
meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service area is located within the Arizona Department of Water 
Resources (“ADWR”) Phoenix Active Management Area (“AMA’). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indicate that the 
District’s water system is currently in compliance with departmental requirements governing 
water providers and/or community water systems. 

According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices (‘7BMPs73 on file with the Commission. 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). The District began sampling 
for the first sample set of UCRM3 contaminants in December 2013. The second set of 
samples were sampled in June 2014. The total cost for testing the samples, as illustrated in 
Table H, was $1,320. Staff concludes that the one-time expense of $1,320 associated with 
sampling and testing of the UCMR3 contaminants is reasonable and appropriate. 
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9. Staff concludes that the District’s tank maintenance plan is appropriate and the cost 
estimate, as adjusted by Staff and outlined in Table J, to be reasonable. 

10. The District Post Test Year Investment Project (“Il?”), listed in Table K, was found to be in- 
service and used and useful during the plant facilities site inspection on June 12,2014. Staff 
concludes that the cost ($1,279,112) associated with the installation of the District’s IP, listed 
in Table K, is reasonable and appropriate. 

11. Staff has determined that District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (eligible 5-year infrastructure replacement plan), totaling $7,019,992 as tabulated 
in Table N, to be reasonable and appropriate. However, no “used and useful’’ determination 
of the proposed plant items was made, and no conclusions should be inferred for rate base 
purposes in the future. 

_ _ _ _  -~ - -~ -- ______-  - ~ - - 

RECOMMENDATIONS 

1. 

2. 

3. 

4. 

5. 

6. 

Staff recommends, for the District, an annual water testing expense of $13,152, as tabulated 
in Table E, be used for the purposes of this application. 

Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
F be adopted. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table G be adopted. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (‘%MI? 
4.2”). In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which 
refers to the inspection of meters, be modihed such that pulling a meter for inspection 
would no longer be required and therefore be stricken from the tariff. Staff recommends 
approval of the modification in BMP 4.2, as proposed by EWAZ. 

Staff recommends that EWAZ file with Docket Control, as a compliance item is this docket 
by December 3lSt of each year following the decision in this proceeding, documentation 
demonstrating the status of the storage tank maintenance plan and the storage tank on which 
maintenance has been completed. 

Staff recommends approval of the District’s proposed Plant Table I of the System 
Improvement Benefits (“SIB”) Mechanism (eligible 5 year infrastructure improvement 
projects), submitted as a supplement to the District’s application by EWAZ on March 25, 
2014, totaling $7,019,992 as tabulated in Table N. Staff further recommends that SIB 
Attachments 2A-2E, 3A-3E7 4A-4E, and 5, and 6A-6M be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7, 2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“‘ACC” or “Commissionyy) for approval 
of a rate increase in (Docket No. WS-01303A-14-0010) for its Paradise Valley Water District 
(“Paradise Valley” or “District”). Paradise Valley’s current rates were approved in Commission 
Decision No. 71410, dated December 8,2009. 

The District water system, Public Water System (“PWSyy) No. 04-07-056, provides public 
utility water service to approximately 4,860 metered connections’ in the Town of Paradise Valley, 

the area covered by its Certificate of Convenience and Necessity (“CC&N”), which covers 
approximately 5,432 acres (8.5 square miles), are shown in Figures 1 and 2, respectively. The 
original CC&N area was transferred from Anzona-American Water Company to EWAZ in 
Commission Decision No. 72668 dated November 17,201 1. 

~ - -  -the City of-ScQttsdale,and~theCitJr-o~hoeniKin Maricopa County- -Thellocation-of theDistric$-and -- ~~ 

B. DESCRIPTION OF THE WATER  SYSTEM^ 

The District water system was visited on June 12, 2014, by Staff member Michael 
Thompson. Mr. Thompson was accompanied by Ms. Mary Rimback and Ms. Phan Tsan (Staff 
Public Utilities Analysts), Mr. Jeffrey Stuck (ElWAZ Director of Operation, Eastern Division), Mr. 
Roland Tanner (EWAZ Manager, Rates & Regulation), Mr. John Lulewicz PWAZ Operations 
Manager), Mr. Paul Comejo (EWAZ Operations Manager, Anthem), Mr. Todd Farrel (EWAZ 
Production Foreman), and Mr. Tim Williams (EWAZ Maintenance Foreman). Mr. Todd Farrel is 
the District’s lead certified operator of r e ~ o r d . ~  

The District water system consists of seven (7) active wells, a 21.3 million gallon per day 
(“MGD”) Arsenic Removal Facility (“ARF”), thrrty (30) booster pumps, eleven (11) storage tanks, 
and the Miller Road Treatment Facility (“MRTF”). 

The in-service plant facilities @.e., wells, tanks, pumps, and visible pipe) within the District’s 
water system service area appeared to be in proper working order, properly maintained, and in good 
condition. However, a majority of the District’s storage tanks were in poor to moderately poor 
condition with respect to corrosion protection, and structural remediation. Staff did not observe 
any leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through 3E. 

1 Metered connections are included in the water use data submitted with the application. 
2 The description of the water system is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Jeffrey Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests 
and, 4) Information collected during Staffs site visit 
3 MI. Farrell has certifications with the State of Arizona as a Grade 2 Wastewater Collection System Operator, Grade 2 Water 
Distribution System Operator, and a Grade 3 Water Treatment Plant Operator. ADEQ Operator Identification No. OP022238, 
expiration date Februaty 28,2016. 
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Table A. Paradise Valley Water System Plant Facilities Summary 

1 hp s w e s  horsepower. 
2 gpm signhes gallons per minute. 
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2 ‘h I various I 425 1 

20 I vafious I 2,925 I 

42 various 446 

Undetermined various 457 

Total Length 681,111 

C. WATERUSE 

(I) Water SoZd 

2,286 

2,100 

1 %  I 170 // 
2 I 313 1 

I! Fire Hydrants 

Figure 4 represents the water consumption data, in graphical form, for the District’s water 
system during the 1’2 month period for the test year, July 2012 through June 2013. The water 
consumption graph is located in the Figure Section of this report. Table B represents the hlgh, low, 
and average water consumption for the District’s water system. 
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Table B. Paradise Valley Water District Water System Water Usage 
Test Year July 2012 -June 2013 

(2) Non-Accozmted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
souxce. A water balance will allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, firefighting, and line flushing. The 
water loss percentage within the District’s water system during the test year (fiscal year) was 
calculated to be 7.67 percent. Water loss percentages for the District’s water system from the 
District’s 201 1 through 2013 annual reports are listed in the Table C below. 

Table C. Paradise Valley Water District Water System Water Loss 

As the table indicates, water loss in the Paradise Valley water system has been less than 10 
percent for the past three (3) calendar years (201 1 through 2013). 

(3) Water s_Yteem Ana&if 

The District water system has seven (7) active drinking water wells with a total production 
capacity of approximately 15,830 gpm (22,795,200 gallons per day (gpd)). The water system has a 
total of eleven (11) storage tanks with a total storage capacity of approximately 5,007,000 gallons. 
During the peak month, September 2012, the water system was serving 4,863 connections when 
EWAZ reported 367,100,000 gallons of water sold. Average daily demand for the month of 
September 2012 was determined to be 12,236,667 gpd. Staff concludes that the water system has 
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~~ 

2012 4,769 eCIS 

20s 4,794 eCIS 
I 

adequate production and storage capacity to serve the present customer base and any reasonable 
growth. 

I. 

D. GROWTH4 

2014 4,817 Projected 

Table D and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 
the District experienced a decrease in growth from 2008 to 2010 at a total rate of 0.75 percent (loss 
of 36 customers). From 2011 to 2013 the District experienced an increase in growth at a total rate 
of 0.80 percent (gam of 38 customers). 

2015 

2016 

2017 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in A p 4  are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase at a total rate of 4.40 percent (projected gain of 211 
customers) from 2014 through 2019. 

4,841 Projected 

4,864 Projected 

4,897 Projected 

Table D. Paradise Valley Water District Actual and Projected Growth 

2019 5,005 Projected 

7- 2018 I 4,941 I Projected I 

4 Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
TeCIS”) data base. Projected growth figures are based on EWAZ projections from its &IS data base, local economists, and local 
developers. 
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E. MARICOPA COUNTY ENVIRONMENTAL SERVICES DEPARTMENT 
(“MCESD”) COMPLIANCE 

(I) Compliance Status 

MCESD Compliance Status Reports (“CSR”) indicates that the Paradise Valley Water 
District water system is currently in full compliance with its requirements and is currently delivering 
water that meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4’. 

The District reported water testing expenses of $11,734 during the test year. Table E 
represents the monitoring and testing expenses that were reviewed, evaluated, and recalculated by 
Staff. The estimated annual water testing expense for the Paradise Valley Water System is $13,152. 
The increase in estimated water testing expenses, as compared to the test year expenses, is based on 
increased testing requirements. Staff concludes that the estimated water testing expenses are 
reasonable. Staff recommends, for the District, an annual water testing expense of $13,152, as 
tabulated in Table E, be used for the purposes of this application. 

5 MCESD CSR’s dated December 10,2013 for the Paradise Valley Water District water system. 
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Table E. Water Testing Costs - Paradise Valley Water District (PWS No. 04-07-056) 

~‘JTHIvf is the inidalism for Total Tdalomethanes and HAA5 IS the itlltlalism for Haloacetic Acids. 
2Beginning July 1,2014 Motorola will pay for VOC costs. 
3TCLP is the acronym for Toxicity Characteristic Leaching Procedure. 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service area is located withjn the ADWR Phoenix Active 
Management Area (“W’). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water Systems are currently in compliance with departmental 
requirements governing water providers and/or community water systems. 

G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for the District.6 

6 Per Compliance Section email, dated August 8,2014. 
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H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table F. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table F be adopted. 

Table F. Depreciation Rate Table - Paradise Valley Water District 

301000 

303200 
303300 
303400 
303500 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 

306000 
307000 
308000 
309000 

3 10000 
310100 

311000 
311200 
311300 
311400 
311500 
311530 
311540 
311600 

320000 
320100 
320200 
320300 

Depreciable Plant 

Ornanization I 0.00 
Franchises 0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
3.99 

Land & Land Rights 
Land & Land Q h t s  - SS 
Land & Land Q h t s  - Pmping 
Land & Land Rqhts - Treatment 
Land & Land Qhts - T&D 
Land & Land Q h t s  - AG 

Structure & Improvement - Pumping 

Equipment 2.00 

Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 

Structures & Improvements 
Structure & Improvement - Source of Supply 

Structure & Improvement - Water Treatment 1 

Structure & Improvement - T & D 1.50 
3.99 
0.00 
0.00 
3.99 
3.99 

0.00 Collection & Impounding Reservoirs - Source 
& PumDiW 

Lake & River Intakes 0.00 
Wells & Springs - Source & Pumping I 2.48 

Infiltration Galleries - Source & PumDiw I 0.00 
1 Mains-Source&Pum i 

Power Generation Equipment - S & P 
Power Production Equipment 
Power Generation ui ment - Other 4.39 

Pump Equipment - Steam 
Pump Equipment - Electric 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 
Pump Equipment - Other 
Pump Equipment -Water Treatment 
Pump Equipment - Transmission & Distdbution 
Pump Equipment - Source & Pumping 

Water Treatment Equipment - Pudication Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 
Water Treatment Equipment - Sludge Disposal 

Pumping Equipment 

Water Treatment Equipment 
0.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
0.00 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0 00 
0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3.33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.61 
2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 

3.33 
3.33 

20.00 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.50 
0.00 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 
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I 
330 

330000 
330.1 330100 

330200 
330.2 330300 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

333000 

334100 
334200 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
3403 10 
340325 
340330 
340400 

340 

341000 
341100 
341200 
341300 
341400 

342 342000 
343 343000 
344 344000 
345 345000 
346 

346000 
346100 
346190 
346200 
346300 

347 347000 

Equipment (Arsenic Removal) 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Cleatwell 

TD Mains -Water Treatment Equpment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD mms - 10-mch to 16-inch 
TD Mms - 18-inch and Greater 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 
Services 

Services 
Services -Water Treatment Equipment 

Meters 
Meter installations 

Meters 

5.00 0.00 

3.15 1.54 
0.00 0.00 
0.00 1.54 
0.00 0.00 
0.00 0.00 

0.00 0.00 
0.00 2.00 
4.17 1.43 
2.52 1.43 
2.34 1.43 
2.00 1.43 
2.00 1.43 

4.72 2.50 
0.00 0 00 

2.51 8.33 
1.51 2.50 

Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 

10.00 

2.22 
2.22 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 

~~ 2.00 

3.33 
3.33 

8.33 
8.33 
8.33 
2.00 
6.67 

6.61 
6.67 
6.67 
6.67 
6.67 

6.67 
6.67 
20.00 
20.00 
20.00 
20.00 
20.00 
20.00 
6.67 

20.00 
20.00 
20.00 
20.00 
20.00 
4.00 
5.00 
10.00 
5.00 

10.00 
10.00 
10.00 
10.00 
10.00 
10.00 

0.00 

1.54 
0.00 
1.54 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
6.67 

0.00 
0.00 
3.33 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.67 

0.00 
0.00 
0.00 
20.00 
16.67 
4.00 
4.00 
4.00 
5.00 

0.00 
10.00 
10.00 
10.00 
10.00 
6.25 
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I. OTHER ISSUES 

(I) Service f ine and Meter Instahtion Charges 

EWAZ did not propose any changes to the District’s existing service line and meter 
installation charges? The proposed charges are refundable advances, and are similar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service lines, it would be appropriate for some customers to only be 
charged for the meter installation. 

- 

installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table G be adopted. 

Staff hasno -objections tothecontinued-use o ~ t h e ~ u r r e d y -  authorked-metes-and s e s k  -- 

Table G. Service Line and Meter Installation Charges - Paradise Valley Water District 

ICB* Indicates Individual Case Basis at Actual Cost 

(2) Curtaihent Tanff 

The District has an approved Curtailment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) Cross-Connection/ BackJow Prevention Tanff 

The District has an approved Cross-Connection/Backnow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,2013. 

7 The Company’s ament charges were approved in Decision No. 73145, effective May 1,2012. 
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(4) Best Management Practices (“BMP’? Tanz  

The District has ten (10) BMP’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (BMP 4.2). 
In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which refers to the 
inspection of meters, be modified such that pulling a meter for inspection would no longer be 
required and therefore be stricken from the tariff. Staff concludes that the request to modify BMP 
4.2 is appropriate and relevant. Staff recommends approval of the modification in BMP 4.2, 
attachedhexeto.oasAttachmentl.-~- _- -~ ___- - - ~ - - - ~  - -~ --- ~ - -- 

(5) Unregtllated Contaminant Monitoring 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and sampling assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drinking water, but 
that do not have health-based standards set under the Safe Drinking Water Act (“SDWA”). The 
UCMR3 program is the primary source of drinking water contaminant occurrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoring and sampling in the 
Paradise Valley water system for the presence of UCMR3 contaminants. Samples to be tested for 
the presence of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each 
EPDS within one (1) consecutive twelve (12) month period. Samples to be tested for the presence 
of seven (7) of the UCMR3 contaminants are to be taken twice (2) from the distribution system 
maximum residence time sampling locations within the same consecutive twelve (12) month period. 
Each sampling event must occur five (5) to seven (7) months apart. Sampling can span more than 
one calendar year, as long as the sampling is conducted during a twelve (12) month period. 

The District began sampling for the first sample set of UCRM3 contaminants in December 
2013. The second sample set was sampled in June 2014. The total cost for testing the samples, as 
illustrated in Table H, which was a one-time occurrence was $1,320. Staff concludes that the one- 
time expense of $1,320 associated with sampling and testing of the UCMR3 contaminants is 
reasonable and appropriate. 
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Entry Point - Distribution System (‘1EPDS”) 

Entry Point - Distribution System (“EPDS”) 

Table H. EPA Mandated UCMR3 Testing Costs 

~~ ~~ 

1 December2013 Belleville f 500 f 500 

1 June 21 04 Belleville 2 500 500 

Total 

EWAZ proposed a tank maintenance plan spanning a period of 14 years for nine (9) of its 
water storage tanks. The plan includes recoating the interior and exterior of each tank, as well as any 
structural repairs that may be needed. EWAZ is requesting an estimated $2,601,920 for the tank 
maintenance plan with an annual revenue stream of approximately $185,851 for the 14 year period. 
Table I, provided by EWAZ, represents the breakdown of the estimated costs for its storage tank 
maintenance plan. 

$ 1,320 

EWAZ established the tank maintenance plan on recommendations provided by Tank 
Industry Consultants, Inc. (“TIC”), as outlined in its field evaluation report dated September 21, 
2010. TIC’S recommendations are based on the interior and exterior evaluation of the Clearwater 
Hius No. 2 storage tank, which was conducted on September 16, 2010. Comparatively, the eight (8) 
storage tanks, which were not included in the field evaluation, have similar issues to those of the 
Clearwater Hills No. 2 storage tank. 

An independent field evaluation, conducted in July 2014, by Industrial Inspection and 
Consulting, LLC (‘cIIC”) provides additional support for the tank maintenance plan. In ICC’s field 
evaluation report, dated July 28, 2014, ICC concluded that all of the tanks  are in need of various 
stages of remediation. 
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Table I. EWAZ Storage.Tank Maintenance Plan Expense Calculation 

PARADISE VALLEY COST B-4SIS pa TCI REPORT $l7AW 
PRICE PER G W O N  $t73 

TOTAL ESIlMAED PROGRAM COST $2401920 
AVERAGE 14-I'EARANNUALJZED COST $185,851 

From a review of the TIC tank evaluation report and the IIC field evaluation report, 
adjustments were made to the EWAZ storage tank maintenance expense estimates. Staff believes 
the adjustments, which are expressed in Table J, are more representative with actual tank 
maintenance costs. Based on the adjustments, the total cost of the storage tank maintenance plan 
has decreased from $2,601,920 to $1,707,208. Staff concludes that the District's tank maintenance 
plan is appropriate and the cost estimate, as adjusted by Staff and outlined in Table J, to be 
reasonable. Staff recommends that EWAZ file with Docket Control, as a compliance item is this 
docket by December 3lSt of each year following the decision in this proceeding, documentation 
demonstrating the status of the storage tank maintenance plan and the storage tank on which 
maintenance has been completed.* 

8 In Decision No. 71410, dated December 8,2009, Paradise Valley was granted $124,831 per year for annual tank maintenance 
expenses which was based on a three year normalization period totaling $374,493. In the test year, e n d q  June 30,2013, the District 
had spent only $19,773 on tank n-dntenance. 
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- 1  - + I I  I I I 

I 

I Table J. Storage Tank Maintenance Plan Adjusted Expense (Staff Recommendation) 

Item I I I I I I I I I I I I 

I I I I I I I I I I I 

I 1  I I I 1 I 1 I I I I 

I I "  " I  + -  I I -  
.- 

I 

I 1 I I I -  I " +  I " I -  

I I 1 I I I I I I I 

- I 

$4,000 $4,000 $4,000 94,000 94,000 94,000 3;36,000 
" "  " "  

$2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 82,000 $18,000 

$4,000 $4,000 

" -- 

I (7) Paradzse Valley Water District Post Test Year Plant Additions - Post Test Year Investment Pmjects 
('TP.s'j) Used and Us$.u1(7.7.44~3 -June 30,20 14) I ZQG 

EWAZ has requested that one (1) District post-test year capital investment project 
("I"'), totaling $1,279,112 be included as Post Test Year Plant Addition. The 
District IP, listed in Table K, was found to be in-service and used and useful during 
the plant facilities site inspection on June 12, 2014. Staff concludes that the cost 
associated with the installation of the Districts TP, listed in Table K. is reasonable I 
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Table K. Post Test ILar Plant Ac litions - Paradise Valley Water D,;trict Investment Projects 
(Used and Useful) 

District Water Investment Project Account No. 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
submitted a SIB Enpeering Report (“Report”) supporting the need for its proposed 5-year 
infrastructure replacement projects for the District’s Sun City water sy~tems.~ The proposed 
infrastructure replacement projects are expected to commence in 2015 and finish, 4 years later, in 
2019. The Report identifies the most critical areas within the District, provides estimates for the 
quantity of service lines, meters, water mains, and valves that need to be replaced within the District, 
and estimates the associated replacement costs. 

Historical repair and replacement data was utilized by EWAZ to assess the Districts existing 
plant (e.g. mains, services, and valves). Table M., which dustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

Table M. Water Main, Services, & Valve Assessment - Paradise Valley Water District 

Mains2 

Services 

valves 

Existing Plant Existing Plant units Average 

Life 
(Years) 

Exceeding Average Exceeding Average to be 
Useful Life (Units) Useful Life (YO) Replaced 

Material/Type Units’ 

Asbestos-Cement (AC) 255,373 59 20,430 8 9,226 
Galvanized Steel Pipe 5,699 47 57 1 0 

Cast Iron Pipe 277,709 58 41,656 15 0 

Galvanized Steel 5,000 52 1,500 30 1,088 
Gate Valves 968 I 25 I 200 

* Does not include assets previously replaced. 
2 Main replacement units are expressed as Linear Feet (“LF”). 

A summary of the District’s planned infrastructure replacement projects, which includes 
replacement of approximately 9,226 linear feet (“lf’) of water main, 1,088 service lines, and 200 
valves, is tabulated in Table N. The tables, separated by the project year (2015 through 2019), the 

~ ~ 

9 SIB Engineering Report - EWAZ Exhibit CC-1-B, dated March 26,2014. 
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submitted as a supplement to the District’s application by EWAZ on March 25, 2014, totaling 
$7,019,992 as tabulated in Table N. Staff further recommends that SIB Attachments 2A-2EY 3A- P 
4A-4EY 5, and 6A-6M be adopted. 3E 

I 

Table N. SIB - Paradise Valley Water District Planned Infiastructure Replacement Projects (2015 - 2019) 

project (water mains, service lines, and valves), and the project location, are included in this report as 
attachments 2A-2E, 3A-3E, and 4A-4E. 

’ Year 2015 2016 I 2017 2018 2019 Total 
Plant Uni ts  f Cost2 u n i t s  I cost2 I u n i t s  ] cost2 u n i t s  ] cost2 Uni ts  ] Cost2 u n i t s  I c o s t 2  

I 1 I I I 

Mains’ 

Services 

Valves 

Total 

2,088 $454,179 1,298 $346,614 1,700 $291,500 2,030 $362,142 1,426 $224,369 9,226 $1,678,804 

209 $813,727 212 $824,710 239 $930,283 232 $904,042 196 $761,957 1,088 $4,234,719 

40 $203,628 40 $225,795 40 $242,691 40 $204,380 40 $229,975 200 $1,106,469 

$1,471,534 $1,397,119 $1,464,474 $1,470,564 $1,216,301 $7,019,992 
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FIGURES 
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. 

FIGURE 1 - MARICOPA COUNTY MAP 
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12-18- 14 EPCOR Water Arizona, Inc. - Paradise Valley Water District 
(PWS #07-056) 

Well #17 (driUed in 1993) WeU #17 Site Well #14 ( W e d  in Well #14 Site 
1965) DWR # 55.537961 

- . 
12” meter 

W 

Well #16 (drilled in 1980) 
DWR # 55-624809 
1,SW’ deep, 18” cann& 400-HP, 
2,200 gpm 

Well #16 Site 

i2” meter 

4 
Paradise Valley Well 11, Well 12 
&Arsenic Treatment Facility 

FIGURE 3A 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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8-20-08 Arizona-America Water Co. Paradise Valley Water District 
(WS #07-056) Well #11& Well #12 & A T P  Site 

I 

T 12" meter 

Three 400-HP booster 
pumps (installed in 2006) 

1.5MG storage tank ~ ' - ~ ~ ~  (20'-H) installed in 
booster T Y r  pumps 
(installed in 

Two 150-HP backwash pumps six filters 21.3 MGD Anenic Treatment Plant 
A 2,182 KVA on-site 
generator 

Operating System is controlled 
by SCADA 

Well #12B (drilled in 2011) 
DWR# 55-220510,1,130' deep, 
20" casing. 400-HP, 2,980 gpm 

T 
6 

12" meter 

FIGURE 3B 

SUN CITY WATER DISTRICT - SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 
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\ 

485,OOOgaUon storage tank 
(mdewomd) 

/ \ 

12-1 8-1 4 EPCOR Water Arizona, Inc. - Paradise Valley Water District 
(PWS #07-056) 

Well #lS(driIled in 1969) Well #I4 
DWR # 55424808 
1,430’ deep, 20’-18’4” mmg,  

TCE (gaseous form) discharges to air 

~ -TCE-Treatment Plant ~ _ ~ _  _ _ ~  
( Enclosure) 

Thls &charge 
lme was mtalled 
m Sprmg 2008 I I I 

- 
Three 125-HF’booster pumps 

I Miller Road TCE Treatment Facility 

.( 
To the Paradise Valley Well 11, Well 12 & 

Arsenic Treatment Facility 

FIGURE 3C 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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12-18-14 EPCOR Water Arizona, Inc. - Paradise Valley Water District 
(PWS #07-056) - 

I I I  

Li 

I I I  .1 I 1- Two 10-HP pumps 

I IClub Estates Booster Pump Station Sit6 

I I 
Two 1 L/rHp & one 3-Hp pumps 

(underground) 

30,OOOgal + 
*rage 
tank 

500 gal 
pressure 
tank 

I I  I 

I I Club Estates Tank & Glen Dr. Booster Pump Site I 
Racket Club 

Tank h------, Site 

Gravity flow 
Distribution (Customers) 

I I 4 I .st 

i Gravity flow 

.c 
Las Brisas Booster Pump Site 

FIGURE 3D 

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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12-18-14 EPCOR Water Arizona, Inc - Paradise Valley Water District 
(PWS #07-056) 

Stone Canyon 
Tank Site 

~ -~ - ~ _ _  ~ - _ _  
t 

100,OOOgal 
ta& 

St tank, M l e r  Rd 

Racquet Club Tank Site 

I Las B l i s s  Booster PWUD Site I 

1 
l k e e  60-HP pumps (undergmlmd) 

8" Pressure Regulator Valve 
- t"RV?-- -- 

-I+=- 

4" PRV \ 

Clearwater Hills Booster Pump Station #1 
Site 

Gravity flow 

Distribution 
100,000 gal - 

Clearwater JBk 
Tank #1 Site 

Clearwater EGUs 
Tank #2 Sie 

100,000gal 
tank, 2 4 ' 8  

Paradise Valley GC 

Mt Shadows GC 

Gnvity flow 

i 

er Hills Booster Clearwater Hills 
Tank #3 Site 

FIGURE 3 E  

PARADISE VALLEY WATER DISTRICT -WATER SYSTEM (PWS NO. 04-07-056) 
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Paradise Valley Water System 
Water Usage -July 2012 - June2013 
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FIGURE 4 - PARADISE VALLEY WATER SYSTEM WATER CONSUMPTION 

Paradise Valley Water District - Actual and Projected Growth 
2008 through 2019 
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FIGURE 5 - PARADISE VALLEY WATER DISTRICT ACTUAL & PROJECTED GROWTH 





ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REOUIREMENTS 

- _ _ _  - --------The requirements of-this-tariff-are governed-byaules of- the-ArizmMAFporation Ch-nrnission ~ - - - -- 

and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its l-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 

' (whichever occurs first): 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

2. Meters larger than l-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. In addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. l-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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I. GENERAL DESCRIPTION 

This document is the Plan of Administration (“POA’’) for the System Improvement Benefits 
( “ S ~ y y )  Mechanism approved for EPCOR Water’s (“Company”) Sun City Water District by the 
Arizona Corporation Commission (“ACC” or “Commission”) in Decision No. Xxxxx on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be completed,’2 net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. Xxxxx. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not ehglble for inclusion in the SIB. 

0 NARUC - National Association of Regulatory Utility Commissioners I 
0 SIB - System Improvement Benefit mechanism to be implemented between rate 

proceedings to support investment in plant recorded in SIB Eligible NARUC 
accounts. 

0 SIB Eligible Plant - Investments in plant recorded in SIB Ellglble NARUC accounts. 

0 SIB E k b l e  NARUC accounts: I . NARUC Account No. 309 - Supply Mains 

NARUC Account No. 331 - Transmission and Distribution Mains 

NARUC Account No. 333 - Services 

NARUC Account No. 334 - Meters and Meter Installations; 

. 

. 

. 

. NARUC Account No. 335 - Hydrants 

0 SIB Plant Table I (J3xcerpt attached as Exhibit l ) l3  - The schedule of planned SIB 
eligible projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, this term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

0 SIB Plant Table I1 - The schedule of completed and verified SIB ehglble projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

l2 Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 
of Construction, Professional Engineer’s Certificate of Completion, etc. 
l3 See Company filing of August 22,2013 
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o Total Revenue Requirement - The revenue requirement approved in Decision No. 
xXXXX, plus the SIB Revenue Requirement. 

0 SIB Revenue Requirement - The revenue requirement equal to the return on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

0 SIB Revenue Requirement Efficiency Credit - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

0 SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

0 Gross SIB Surcharge - Amount to be shown on customers’ bills based on meter 
sizes without consideration to the SIB Surcharge Efficiency Credit. 

0 SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bills. 

0 SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bills. 

0 SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the preceding 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or credit by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must file 
with Docket Control semi-annual status reports delineating the status of all SIB 
Elqgble Plant, on a project by project basis as listed in the latest Commission 
approved SIB Plant Table I. The initial semi-annual status report shall include only 
those projects from the initial SIB Plant Table I which the Company has deslgnated 
as most likely to be completed in the f i s t  12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the preceding twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or credit to true up over or under collections, regardless of whether it seeks a new 
surcharge. The hling dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 
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C .  SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. SIB Plant Table III4 (with supporting information and documentation), 
showing the SIB eligible projects completed for which the Company seeks 
cost recovery. Such projects must: 

a. be projects listed in the SIB Plant Table I; 

b. have been completed by the Company; 

C. have been verified; and 

d. be actually serving customers. 

2. A summary of Commission approved SIB-ebble projects contemplated for 
the next twelve (12)-month SIB surcharge period from SIB Plant Table I” 
from Decision No. Xxxxx to allow the Commission to establish the latest 
SIB Plant Table I. 

3. SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credit, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
XxXlIx and the pro-forma revenue requirements including the effects of 
SIB Eligible Plant. 

4. Schedule B (sample attached as Exhibit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge period, as 
well as the individual SIB True-up Adjustment for each meter size. 

5. SIB Schedule C (sample attached as Exhibit 5) showing the effect of the SIB 
Surcharge on a typical residential customer bill for both median and average 
usage. 

6. SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB E b b l e  Plant projects on the fair 
value rate base, revenue, and the fair value rate of return. The Company shall 
also hle the following as part of SIB D Schedule: 

l4 Sample attached as Exhibit 2 
lS Beginning with its SIB Surcharge Request filing for the second 12-month surcharge period, the Company may 
request a change from the estimated CostAJnit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 
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a. 

b. 

C. 

d. 

e. 

f. 

the most current balance sheet at the h e  of the filing; 

the most current income statement; 

an earnings test schedule; 

a rate review schedule (including the incremental and pro forma 
effects of the proposed increase); 

an adjusted rate base schedule; and 

a Construction Work in Progress ledger for each project showing 
-accumulaUon- of-sharges +moxa& and-paid-contractor- inv&es---- -- _- 
including a summary  page showing the calculation of the SIB elglble 
rate base and depreciation expense net of associated retirements. 

D. The Company will maintain and provide to the Commission’s Utilities Division 
(Staff) and the Residential Utility Consumer Office (RUCO) schedules in Microsoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. XXXXX, and the effects of completed SIB eligible plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

E. The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. xXXXX. 

F. The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be hled with each SIB Surcharge Request, except the first. 

G. Unless otherwise authorized by the Commission, the Company shall be required to 
file its next general rate case no later than Month, Day, Year, with a test year ending 
no later than Month, Day, Year. 

H. Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 
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(1) The required rate of return is equal to the overall rate of return 
authorized in Decision No. XXXXX. 

(2) The gross revenue conversion factor/tax multiplier is equal to the 
gross revenue conversion factor/tax multiplier approved in Decision 
No. Xxxxx; and 

(3) The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. Xxxxx. 

2. 

____ SIBJ‘hni2alde-1La-I l-Q-percent-of--theSI~lant-estimate~nie cost listed --~- 

The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant unit cost listed in 

in the latest Commission approved SIB Plant Table I. 
--- -- 

3. The amount to be collected by each SIB Surcharge Request shall be capped 
annually at five percent of the revenue requirement authorized in Decision 
No. Xxxxx. 

B. Reconciliation And True-Ups 

1. The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

2. A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bill. 

3. 

4. 

5. 

For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule By attached hereto as Exhibit 4. 

Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 
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C. E&gsTest 

1. Once a SIB Surcharge is in effect, the Company shall be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
determine whether the actual rate of return reflected by the operating income 
for the affected system or division for the relevant 12-month period 
exceeded the most recently authorized fair value rate of return for the 
affected system or division. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

c) based on the rate base adopted in the most recent general rate case, 
updated to recognize changes in plant, accumulated depreciation, 
contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available hnancial statement (quarterly or longer). 

V. ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

A. 

B. 

C. 

D. 

The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission approval. 

Any addition to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system reliability, integrity and safety. E b b l e  
plant additions are limited to plant replacement projects. The costs of extending 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

To be eltglble for SIB treatment, a project must be SIB EQble Plant. 

SIB Eligible Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following form& ((volume of Water Produced and/ or Purchased) - 
(volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verihable manner. 
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2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 

3. Any other engineering, operational or financial jusdication supporting the 
need for a plant asset replacement, other than the Company’s neghgence or 
improper maintenance, including, but not limited to: 

a. A documented increasing level of repairs to, or failures of, a plant 
asset justifying its replacement prior to reachmg the end of its useful 
service life (e.g. black poly pipe); 

Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

__ ___.__ ____. __ 

b. 

VI. SIB SURCHARGE RATE DESIGN 

A. The SIB Surcharge rate design shall be calculated as follows: 

1. The SIB Surcharge shall be a tixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividing the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
Y4-in~h 
1 -inch 
1 %-inch 
2-inch 
3-inch 
4-inch 
6-inch 
8-inch 
10-inch & above 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 
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VII. SIB SURCHARGE NOTICE REQUIREMENTS 

A. 

B. 

C. 

D. 

E. 

Thuty days prior to filing each application to implement a SIB Surcharge, the 
Company shall file a proposed form of notice to Staff for review, and a S u m m a r y  of 
what the Company wiU be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bill insert. After providing notice, the Company shall fie a copy of 
the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The Summary and Notice shall include at 
least the following information: 

2. The individual SIB Surcharge Efficiency Credit, by meter size; 

3. The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a summary of the projects included 
in the current SIB Surcharge request, including a description of each project and 
its cost. 

A SIB Surcharge shall not become effective until approved by the Commission. 

The Company shall provide a proposed order for the Commission’s consideration. 

The Company shall notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. Xxxxx. 

The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providing the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 
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ENGINEERING REPORT FOR EPCOR WATER ARIZONA, INC., 

SUN CITY WATER DISTRICT 

BY MICHAEL THOMPSON 

JANUARY 20,2015 



ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Sun City Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, I?. E. 

December 26,2014 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (‘ACC” or “Commission”) Utilities Division Staff 
(“Utilities Staff’ or “Staff’) concludes that the Sun City Water District (“Sun City” or 
“District”) water systems, have adequate production and storage capacity to serve the 
present customer base and any reasonable growth. 

The Maricopa County Environmental Services Department (“MCESD”) Compliance Status 
Reports (“CSRs”), indicate that the District water systems are currently delivering water that 
meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service areas are located within the Arizona Department of 
Water Resources (“‘ADWR”) Phoenix Active Management Area (‘AMA“’). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indicate that the 
District’s water systems are currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices ( “ B ~ s ” )  on file with the Commission. 

The Sun City water system has seven (7) inactive wells, listed under Table A, that have been 
disconnected, abandoned, capped, or are out of service. Staff concludes that the wells are 
not used and useful to the District’s provision of service. 



9. The Tierra Del Rio water system has one (1) we4 listed under Table By which has been 
capped. Staff concludes that the well is not used and useful to the District’s provision of 
service. 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). The District began sampling 
for the ftrst sample set of UCRM3 contaminants in February 2013. The second set of 
samples were sampled in August 2013. The total cost for testing the samples, as illustrated 
in Table K, was $18,900. Staff concludes that the one-time expense of $18,900 associated 
with sampling and testing of the UCMR3 contaminants is reasonable and appropriate. 

The District has not requested any Post-Test Year Capital Investment Projects (“IPS”) be 
included as Post Test Year Plant Additions. 

Staff has determined that District’s proposed System Improvement Benefit (“SIB”) 
Mechanism (ehglble 5-year infrastructure replacement plan), totaling $10,999,325 as 
tabulated in Table N, to be reasonable and appropriate. However, no “used and useful” 
determination of the proposed plant items was made, and no conclusions should be inferred 
for rate base purposes in the future. 

10. 

11. 

_- I _ _ _ _ _ ~ _ _ . _ _ _  ___-___ 
12. 

RECOMMENDATIONS 

1. Staff recommends, for the District, an annual water testing expense of $25,080, as tabulated 
in Table H, be used for the purposes of this application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
I be adopted. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table J be adopted. 

3. 

4. EPCOR Water Arizona, Inc. (“EWAZ” or “Company”) filed a proposed change to the 
Meter Repair and/or Replacement Tariff (“BMP 4.2’3. In the proposed change, EWAZ 
requested that paragraph 3 of the Bh4P tariff, which refers to the inspection of meters, be 
modified such that pulling a meter for inspection would no longer be required and therefore 
be stricken from the tariff. Staff recommends approval of the modification in BMP 4.2, as 
proposed by EWAZ. 

5. Staff recommends approval of the District’s proposed Plant Table I of the System 
Improvement Benefits (“SIB”) Mechanism (eligible 5 year infrastructure improvement 
projects), submitted as a supplement to the District’s application by EWAZ on March 26, 
2014, totaling $10,999,325 as tabulated in Table N. Staff M e r  recommends that SIB 
Attachments 2A-2DY 3A-3EY 4A-4EY and 5A-5EY 6, and 7A-70 be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7,2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“‘ACC” or ‘‘Commissiony’) for approval 
of a rate increase in (Docket No. WS-01303A-14-0010) for its Sun City Water District (“Sun City” 
or “District”). Sun City’s current rates were approved in Commission Decision No. 72047, dated 
January 6,201 1. 

The Disttict provides public utility water service to approximately 23,000 metered 
connections.’ The District consists of two (2) water systems, located in Maricopa County, Arizona, 
w _ b i _ c k i n c l _ l l d e t h e S u n ~ ~ ~ r S Y s t e m a ~ S v s t e m - T h e l a c a t i o n o  Me-.------ 
District and the area covered by its Certificate of Convenience and Necessity (“CC&N’), which 
covers approximately 12,725 acres (19.9 square miles), are shown in Figures 1 and 2, respectively. 
The original CC&N area was transferred from Arizona-American Water Company to EWAZ in 
Commission Decision No. 72668 dated November 17,201 1. 

B. DESCRIPTION OF THE WATER SYSTEMS2 

The Districts water systems were visited on May 28 & 29, 2014, by Staff member Michael 
Thompson. Mr. Thompson was accompanied by Ms. Mary Rimback and Mi-. Briton Baxter (Staff 
Public Utilities Analysts), Mr. Shawn Bradford (EWAZ Director of Operation, Central Division), 
Mr. Roland Tanner (EWAZ Manager, Rates & Regulation), Mr. Michael Worlton, P.E. (EWAZ 
Director of Engineering), Ms. Sandra Murrey (EUSA Senior Rate Analyst), Mi-. Joe Comejo (EWAZ 
Operations Manager) and, and Mr. Paul Taylor (EWAZ Operations Supervisor). The District has 
three (3) lead certified operators of r e ~ o r d . ~  

( I )  I Szln Cig Water $!stem - Pzlblic Water $!stem (‘TWS’J No. 04-07-099 

The Sun City Water System serves the Sun City area, with a certified area of approximately 
11,682 acres (18.2 square miles). The water system contains seven (7) water plants (wells, booster 
pump stations and storage tanks), and thirteen (13) wells sites. In all, the water system has a total of 
twenty one (21) active drinking water wells, thirteen (13) storage tanks, fifteen (15) pressure tanks, 
twenty nine (29) booster pumps, four (4) portable emergency generators, and one (1) permanently 
mounted emergency generator. Additionally, the water system has seven (7) inactive wells that have 

1 Per water use data submitted with the application. 
2 The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Shawn Bradford, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data 
Requests and, 4) Information collected during Staffs site visit 
3 The three (3) operators certified with the Arizona Department of Environmental Quality C‘ADEQ‘) ace: (1) Mr. John Payan a 
C e d e d  Grade 4 Water Distribution System Operator, Grade 4 Treatment Plant Operator, Grade 1 Wastewater Treatment Plant 
Operator, and Grade 2 Wastewater Collection System Operator. ADEQ Operator Identification No. OP021168, expiration date June 
30,201C1, (2) Mr. Jason Kriess is Certified Grade 4 Water Distribution System Operator, Grade 4 Treatment Plant Operator, Grade 4 
Wastewater Treatment Plant Operator, and Grade 4 Wastewater Collection System Operator. ADEQ Operator Identification No. 
OP021131, expiration date March 31,2017, and, (3) Mr. Dale Kennow a Certified Grade 4 Water Distribution System Operator, 
Grade 4 Treatment Plant Operator, Grade 2 Wastewater Treatment Plant Operator, and Grade 4 Wastewater Collection System 
Operator. ADEQ Operator Identification No. OP004007, expiration date March 31,2017. 

I 
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been disconnected, abandoned, capped, or are out of service. Staff concludes that the wells are not 
used and useful to the Districts provision of service. 

The in-service plant facilities @e., wells, t a n k s ,  pumps, and visible pipe) within the Sun City 
Water System service areas appeared to be in proper working order, properly maintained, and in 
excellent condition. Staff did not observe any leaks at the plant facilities, or in the distribution 
system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through 3F. 

_____--- _-.____ - 
Table A. Sun City Water System Plant Facilities Summary4 

(S) S i e s  Submersible Pump Well 
(T) S@es Turbine Pump Well. 
1 Well No. 2.4 (ADWR No. 55-207783) replaced the o-al well, Well No. 2.4 (DWR No. 55408177,) due to a corroded casing. 
2 Well No. 8.3B was placed in service during the Post Test Year. 
3 hp s e e s  horsepower. 
4 gpm s@es gallon per minute. 

4 The information listed was based on one, or a combination, of the following sources: 1) Company’s Application, 2) Commission 
Annual Reports, 3) Information contained in the Company’s response to Staff Data Requests and, 4) Information collected during 
Staffs site visit. 
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1 WellNo.2.41 I 55-608177 I 250 1 900 I 1.119 I 18 I 8 I 1982 I 2005/200fl  

2 Indicates that Well No. 8.4 has been capped. 

4 Indicates that Well No. 20A is utilized as an observation well. Well has never been equipped. 
5 Well No. 18C is identified as the Old Youngtown Well located at the abandoned Youngtown Plant. The well is disconnected. 

~ - ~ ~ ~ s ~ t ~ l l N o . I A - i ~ o ~ - o E s e r v i c e .  W e T F Z T E i & m W c z u T t o  hgh h e a d w r e  resultmg m l i i i i g h p o W e r E Z E - - ~ - ~  

Water Plant No. 1 2 - 300,000 1 - 10,000 3-75hp Well No. 1.1 None 

Well Site No 1.2 N/A WellNo. 1.2 None 

I WellNo.2.1 I None 2-75hp WaterPlantNo.2 I 3-300,000 I 1 - 10,000 I 2-100hD 

Well Site No. 2.2 None None None WellNo. 2.2 None 

Well Site No. 2.3 None None None WellNo. 2.3 None 

Well Site No. 2.4 None None None Well No. 2.4 None 

WaterPlantNo.3 I 2-500,000 I 1 - 10,000 I 4-100 hp I WellNo. 3.1 I None I 
Water Plant No. 4 None 1 - 5,000 None Well No. 4.1 Gen-Tech 35 kW 

Kohler 250 kVA 
Generac 250 kVA 
Cummins 375 kVA 
Cataidlx 150 kVA 

None 4- 100 hp 
4 - 150 hp Water Plant No. 5 2 - 1,250,000 2 - 10,000 

Well Site No. 5.1 None None None Well No. 5.1 None 

Well Site No. 5.2 None 1 - 5,000 None WellNo. 5.2 None 
~~ 

Well Site No.5.3 I None I 1-5,000 I None I WellNo. 5.3 1 None 7 
well site NO. 5.4 I None I 1-5,000 I None I WellNo. 5.4 I None 

Well Site No. 5.5 None 1 - 5,000 None WellNo. 5.5 None 

Water Plant No. 6 2 - 1,250,000 2 - 10,000 Well No. 6.1 None 

Well Site No. 6.2 None 1 - 5,000 None Well No. 6.2 None 

3 - 100 hp 
3 - 150 hp 

Well Site No. 6.4 I None I None I None I WellNo. 6.4 I None I 
I I WellNo.8.1 I None 1-75hp Water Plant 8 I 2-680,000 I 1-10,000 I 3-100 hD 

Well Site No. 8.2 None None None WellNo. 8.2 None 

Well Site No. 8.3 None 1 - 5,000 None WellNo. 8.3 None 
I 



1 % various 1,204 

1 ?L2 various 11,992 

314 

1 

2 VaLiOUS 13,491 

3 various 12,731 ~ 

816 

531 

4 168,007 

Size/Description 

Standard Wet Barrel 
Quantity 

2,069 

1 1 %  I 1,548) 
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(2) Tierra Del Rio  Water Syyteem - PWS No. 04-07-532 

623 1 

10 I various I 112,453 I 
12 various 226,223 

14 various 367 

16 various 22,319 

18 various 2,449 

Undetermined 1 Various I 9,326 1 
Total Length 1,659,271 

~ ~~ 

Total Quautity 22,886 

Fire Hydrants 

The Tierra Del Rio Water System serves a certified area north of Sun City which is located in 
Peoria, Arizona. The certified area is approximately 1,043 acres (1.63 square miles) and consists of 
two (2) pressure zones. The water system contains one (1) water plant (consisting of a 1.5 million 
gallon storage tank, 15,000 gallon pressure tank, and six (6) booster pumps), and three (3) active 
drinking water wells, one (1) inactive/disconnected well. 

The inactive/disconnected well was drilled in December 2005. According to the District, 
equipping the well is directly dependent upon water demand in the system, with development of the 
area driving the specific timing. Staff concludes that the well is not used and useful to the District’s 
provision of service. 

The in-service plant facilities @e., wells, tanks, pumps, and visible pipe) appeared to be in 
proper working order, properly maintained, and in excellent condition. Staff did not observe any 
leaks at the plant facilities, or in the distribution system. 

Detailed listings of the plant facilities are included in Table B. Schematics of the service area 
are illustrated in Figures 4A & 4B. 
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' 2  various 14 

6 various 1,470 

8 various 20.505 

Table B. Tierra Del Rio Water System Plant Facilities Summary5 

Total h g t h  

(S) Signifies Submersible Pump Well 

53,387 

Well No. 9.11 55-207439 678 18 2006 1 
The well is unfurnished. Pumping equipment has not been installed. 1 

Size/Description 

Standard Wet Barrel 

Water Plant No. 9 

Quantity 
92 

I1 3/4 I 245 0 

Total Quantity 337 

Fire Hydrants 

5 The information listed was based on one, or a combination, of the following sources: 1) Company's Application, 2) Commission 
Annual Reports, 3) Information contained in the Company's response to Staff Data Requests and, 4) Information collected during 
Staffs site visit. 
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c. WATERUSE 

(1) WaterSoM 

Figures 5A and 5B represent the water consumption data, in graphical form, for the Sun City 
and Tierra Del Rio Water Systems, respectively, during the 12 month period for the test year, July 
2012 through June 2013. The water consumption graphs, Figures 5A and 5B, are located in the 
Figure Section of this report. Table C below represents the hgh, low, and average water 
consumption for each of the two (2) District Water Systems. 

(2) Non-Accounted For Water 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, hrefighting, and line flushing. Water 
loss percentages for the two (2) water systems within the District are listed in the Table D below. 

Table D. Sun City Water District Water System Water Loss 

2011 Water Loss 

As the table indicates, water loss in the Sun City and Tierra Del Rio water systems has been 
less than 10 percent for the past three (3) calendar years (2011 through 2013). 
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(3) Water System AnaCjsis 

a) Sun City Water System - Public Water System (“TWS”) No. 04-07-099 

The Sun City Water System has twenty (20) active drinking water wells with a total 
production capacity of approximately 27,910 gallons per minute (“GPM’) 
(40,190,400 gallons per day (“GPD”)). The water system has a total of thirteen (13) 
storage tanks with a total storage capacity of approximately 6,360,000 gallons. 
During the peak month, September 2012, the water system was serving 22,867 
connections when EWAZ reported 436,682,000 gallons of water sold. Average daily 

Staff concludes that the water system has adequate production and storage capacity 
to serve the present customer base and any reasonable growth. 

Tierra Del Rio Water System - PWS No. 04-07-532 

The Tierra Del Rio Water System has three (3) active drinking water wells with a 
total production capacity of approximately 2,350 gpm (3,384,000 gpd), and one (1) 
storage tank with a total storage capacity of approximately 1,500,000 gallons. During 
the peak month, July 2012, the water system was serving 143 connections when 
EWAZ reported 3,484,000 gallons of water sold. Average daily demand for the 
month of July 2012 was determined to be 112,387 gpd. Staff concludes that the 
water system has adequate production and storage capacity to serve the present 
customer base and any reasonable growth. 

____ d e m ~ d - f ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~ e ~ e ~ ~ ~ ~ ~ a ~ ~  . d&l4,5S,-d. ___ 

b) 

D. GROWTH6 

Table E and Figure 6 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCISyy) data base. District 
growth includes the Sun City and Tierra Del Rio water systems. Accordingly, Table E and Figure 6 
indicate that the District experienced positive growth from 2008 to 2013 at a total rate of 2.14 
percent (gain of 487 customers). 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in A p 4  are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the Dist~ict’s growth to increase a total of 5.09 percent (projected gain of 1,181 
customers) from 2014 through 2019. 

6 Staffs historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS”) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 
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I -  
~ ~~ 

2015 23,659 Projected 

2016 23,896 Projected 

Table E. Sun City Water District Actual and Projected Growth 

Year Number of Customers 

I 2011 I 22,846 I eCIS 

II 2012 I 23,058 I eCIS 

I 20u I 23,210 I eCIS 

E. MARICOPA COUNTY ENVIRONMENTAL SERVICES DEPARTMENT 
(“MCESD”) COMPLIANCE 

(1) Compliance Status 

MCESD Compliance Status Reports (“CSR”) indicate that the Sun City (PWS No. 07-099) 
and Tierra Del Rio (07-532) Water Systems are currently in full compliance with its requirements 
and are currently delivering water that meets water quality standards required by 40 CFR 141 
(National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 
4’. 

(2) Water Monitoring and Testing Expenses 

District water sampling for monitoring and testing is divided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance samplmg is conducted, as required by 
ADEQ, on source water, finishedltreated water, and water in the distribution system. Process 
sampling is conducted on source water, finishedltreated water, and at various stages of a treatment 
process. Process sampling essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing water that meets regulatory limits; 2) adjust plant operations based on 
changes to source and f i shed  water quality; 3) adjust chemical additions (volume and type); 4) track 
the breakthrough of filtration media; and 5) adjust the volume of water required to be treated for 
contaminant removal in order to maintain compliance with ADEQ. 

7 MCESD CSR’s dated December 10,2013 for the Sun  City Water System, and February 10,2014 for the Tierra Del Rio Water 
System. 
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a) Sun City Water System (PWS No. 04-07-099) 

The District proposed a total of $24,085 for the Sun City Water System annual water 
testing expense. Table F represents the monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff. The estimated annual water testing 
expense for the Sun City Water System is $24,085. Staff recommends an annual 
water testing expense, for the District, of $24,085 be used for the purposes of this 
application. 

Table F. Water Testing Costs - Sun City Water System (PWS No. 04-07-099) I 

Asbestos f 160 1 I f 160 ‘ 9 6  53 

Arsenic 96 14 24 1 $ 336 f 112 

Disinfection By-Products mHhQ1 f 70 I 20 1,400 f 467 

I 

~~ 

1 $ 3,200 (1 f 1,067 1 Disinfection By-Products (HAAS) ’  1 96 160 1 20 

y Inorganic Compounds (IOCs) 96 202 Y 8 $ 1,616 f 539 

Synthetic Organic Compounds (SOCs) I f 1,744 II 19 $ 33,136 5 11,045 
1 

Radiochemicals (RADS) 

I 
I Arsenic lo 14 I 57 N s 798 N 266 II 

l‘ITHM is an initialism for Total Trihalomethanes and Hiih5 is an initialism for Haloacetic Adds. 

I b) Tiena Del Rio (PWS No. 04-0-532) Water System 

In addition to Total Coliform, Lead & Copper, Disinfectant-By-Products, 
Manganese, and Total Organic Carbon testing, the Tierra Del Rio Water System is 
also subject to mandatory participation in the Monitoring Assistance Program 
(“MAP”).* The District proposed a total of $995 for the Tierra Del Rio water system 

8 The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 



annual water testing expense. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table G. The total 
estimated annual water testing expenses for the water system is $995. Staff 
recommends an annual water testing expense, for the District, of $995 be used for 
the purposes of this application. 

Table G. Water Testing Costs - Tierra Del Rio Water System (PWS No. 04-07-532) 
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c) Sun City Water District 

The District reported water testing expenses of $30,180 during the test year. The 
combined monitoring and testing expenses of the District’s water systems, expressed 
in Table H, totals $25,080. Staff recommends an annual water testing expense, for 
the District, of $25,080 be used for the purposes of this application. 

Table H. Water Testing Costs - Sun City Water District 

Annual C o s t s  Total Annual C o s t s  

Sun City Water System I 04-07-099 I f  24,085 I 0 Rf 24.085 

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service areas are located within the ADWR Phoenix Active 
Management Area (“AMA“). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water Systems are currently in compliance with departmental 
requirements governing water providers and/or community water systems. 
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I G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for the District.’ 

r 

301 
302 
303 

304 

305 

306 
307 
308 
309 
310 

311 

301000 
302000 

303200 
303300 
303400 
303500 
303600 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 
305000 

306000 
307000 
308000 
309000 

310000 
310100 

311000 
311200 
311300 
311400 

Table I. Depreciation Rate Table - Sun City Water District 

Depreciable Plant 

Organization 
Franchises 

Land & Land Rights 
Land & Land Rights - SS 
Land & Land Rights - Pumping 
Land & Land Rights -Treatment 
Land & Land Rights - T&D 
Land & Land Q h t s  - AG 

Structures & Improvements 
Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement - Water Treatment 
Equipment 
Structure & Improvement - T & D 
Structure & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 
Collection & Impounding Reservoirs - Source 

-& Pumping 
Lake & River Intakes 

Wells & S ~ r i f l g ~  - Source & PumDing 

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table I. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table I be adopted. 

~ _ _ _ _ _ _ _ _ _ _ _ _  _________ _______ __________ ______--______- ___ ___- __- 

Infiltration Galleries - Source & Pumping 
Supply Mains - Source & Pumping 

Power Generation Equipment - S & P 
Power Production Equipment 
Power Generation Equipment - Other S & P 

Pump Equipment - Steam 
Pump Equipment - Electdc 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 

Pumping Equipment 

9 Per Compliance Section email, dated August 8,2014. 

0.00 
0.00 

0.00 
0 00 
0.00 
0.00 
0.00 

2.50 
1.67 

1.67 
2.00 
3.99 
4.63 
0.00 
0.00 
1.67 

2.50 

0.00 
2.52 
0.00 
2.00 

4.42 
4.42 

0.00 
4.42 
5.00 
4.42 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
0.00 
2.50 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3 33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.67 
2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 

0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
0.00 
2.50 

1.67 

0.00 
2.50 
0.00 
1.67 

3.33 
0.00 

4.00 
4.00 
4.00 
4.00 
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320 

320.1 

330 

330.1 

330.2 

331 

332 
333 

334 

335 
336 
339 

340 

341 

342 
343 
344 
345 
34.6 - 

311500 
311530 
311540 
311600 

320000 
320100 
320200 

330000 
330100 
330200 
330300 
330400 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

333000 
333100 

334100 
334200 
334300 
335000 
336000 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
3403 10 
340325 
340330 
340400 
340500 

341000 
341100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 

Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution 
PUD EauiDment - Source & PumDin~ 

Water Treatment Equipment 
Water Treatment Equipment - Purification Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 

Distribution Reservoh & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
C l w e l l  

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 

TD mains - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

TD mains - 6-inch to 8-inch 

Fire mains 
Services 

Services 
Services - Water Treatment Equipment 

Meters 
Meter installations 
Meter Vaults 

Meters 

Hvdrants 
Backtlow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangible 
Other Plant/Miscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainkame 
Computer Software - Customized 
Computer Software - Other 
Date Hindling Equipment - General Plant 
Office Equipment - Other 

Transportation Equipment - General Plant 
Transportation Equipment - Light Duty Trucks 
Transportation Equipment - Heavy Duty Trucks 
Transportation Equipment - Autos 
Transportation Equipment - Other 

Stores Equipment 
Tools, Shop & Garage Equipment 

Office Furniture & Equipment 

Transportation Equipment 

Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

5.01 
0.00 
0.00 
0.00 

0.00 
7.06 
0.00 

1.67 
0.00 
0.00 
0.00 
o,o_o_ - 

0.00 
1.53 
1.53 
1.53 
1.53 
2.00 
0.00 

2.48 
0.00 

6.67 
2.51 
0.00 
2.00 
6.67 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
4.59 
10.00 
25.00 
25.00 
25.00 
25.00 
0.00 
7.13 

0.00 
20.00 
15.00 
0.00 
16.67 
3.91 
4.02 
3.71 
5.20 

4.00 
4.00 
0.00 
0.00 

0.00 
5.00 
10.00 

1.54 
0.00 
1.54 
0.00 

- .-o.oo-_. 

0.00 
2.00 
1.43 
1.43 
1.43 
1.43 
1.43 

2.50 
0.00 

8.33 
2.50 
2.50 
2.00 
0.00 

0.00 
0.00 
0.00 
3.33 
3.33 

0.00 
4.50 
10.00 
20.00 
20.00 
20.00 
0.00 
0.00 
6.67 

0.00 
20.00 
14.29 
0.00 
16.67 
4.00 
4.00 
4.00 
5.00 

6.67 0.00 
6.67 0.00 
6.67 0.00 
6.67 3.33 
6.67 3.33 

6.67 0.00 
6.67 4.50 

20.00 10.00 
20.00 20.00 
20.00 20.00 
20.00 20.00 
20.00 0.00 
20.00 0.00 
6.67 6.67 

20.00 0.00 
20.00 20.00 
20.00 14.29 
20.00 20.00 
20.00 16.67 

10.00 
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I. OTHER ISSUES 

(1) Service Line and Meter Installation Charges 

~- ___- EWAZ did not propose any changes to the District’s existing service line and meter .. -_ 
installation charges.” The proposed charges are refundable advances, and are similar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service h e s ,  it would be appropriate for some customers to only be 
charged for the meter installation. Those charges are included in Table J listed under “Staffs 
Recommendations”. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table J be adopted. 

Table J. Service Line and Meter Installation Charges - Sun City Water District 

5/8 x 3/4-inch 1 $500 

3/4-inch $575 

1-inch $660 

l-l/Z-inch I $900 

2-inch Turbine 1 $1.525 

2-inch Compound 

3-inch Turbine $2,165 

$370 

$370 

$420 

$450 

$580 

$580 

$745 

$130 I $500 $370 1 $130 I $500 

$205 $575 $370 I $205 1 $575 

3-&chCompound I $2,960 I $765 

4-inch Turbine 1 $3.360 11 $1.090 

$1,120 

$1,610 

$1,630 

ICB* Indicates Individual Case Basis at Actual Cost 

10 The Company’s Current charges were approved in Decision No. 73145, effective May 1,2012. 
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I (2) Curtaiment Tan$ 

The District has an approved Curtailment Tariff on file with the Commission. This tariff 
became effective October 24,2007. 

(3) C~s~-ConnectionlBac~~ow Prevention Tanz 

The Disttict has an approved Cross-ConnectionlBackflow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,201 3. 

-~ 44& -3 ~ s t ~ ~ ~ g ~ g ~ ~ ~ u ~ t ~ c e ~ ~ ~ M ~  ~~un~----------------- -___ 

The District has ten (10) BW’s on file with the Commission. The BMP tariff became 
effective January 20,2012. 

On June 13,2014, EWAZ filed an amendment to the application proposing a change to the 
Meter Repair and/or Replacement Tariff (BMP 4.2). In the proposed change, EWAZ requested 
that paragraph 3 of the BhIP tariff, which refers to the inspection of meters, be modified such that 
pulling a meter for inspection would no longer be required and therefore be stricken from the tariff. 
Staff concludes that the request to modify BM!? 4.2 is appropriate and relevant. Staff recommends 
approval of the modification in BMP 4.2, attached hereto as Attachment 1. 

I 
(5) Unregulated Contaminant Monitoring 

On May 2, 2012, the Environmental Protection Agency (“EPA”) revised and implemented 
the Unregulated Contaminant Monitoring Rule 3 (“UCMR3”). ADEQ does not regulate the 
UCMR3 program. The purpose of the UCMR3 (monitoring and sampling assessment) is for water 
systems to collect occurrence data for contaminants suspected to be present in drinking water, but 
that do not have health-based standards set under the Safe Drinking Water Act (“SDWA’). The 
UCMR3 program is the primary source of drinking water contaminant occurrence data used by the 
EPA in regulatory determinations. The UCMR3 program requires water systems to perform the 
monitoring and sampling assessment only once during the time frame between January 2013 - 
December 2015. 

EWAZ is required by the EPA to conduct assessment monitoring and sampling in the Sun 
City water system for the presence of UCMR3 contaminants. Samples to be tested for the presence 
of twenty one (21) of the UCMR3 contaminants are to be taken twice (2) from each EPDS within 
one (1) consecutive twelve (12) month period. Samples to be tested for the presence of seven (7) of 
the UCMR3 contaminants are to be taken twice (2) from the distribution system maximum 
residence time sampling locations within the same consecutive twelve (12) month period. Each 
sampling event must occur five (5) to seven (7) months apart. Sampling can span more than one 
calendar year, as long as the sampling is conducted during a twelve (12) month period. 
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Sample Locations 

The District began sampling for the first sample set of UCRM3 contaminants in February 
2013. The second set of samples were sampled in August 2013. The total cost for testing the 
samples, as illustrated in Table K, which is a one-time occurrence was $18,900. Staff concludes that 
the one-time expense of $18,900 associated with sampling and testing of the UCMR3 contaminants 
is reasonable and appropriate. 

I 1 Totalcost Sample Date Laboratory Number of 
Samples Sample 

Table K. EPA Mandated UCMR3 Testing Costs 

9 Distribution System - Maximum Residence 
Time (“DSMRT’) August2013 Belleville $ 160 $ 1,440 

J- 9 1 February2013 Legend ! $ 300 1 3 2,700 I Distribution System - Maximum Residence 
_______-- _____ - - T i € n d D . s r n T L  l- 

Entry Point - Distribution System (“EPDS”) 

Entty Point - Distribution System (“EPDS’) 

9 February2013 Legend I 8 1,140 $ 10,260 

9 August2103 Bellede I $ 500 8 4,500 

I Total I $ 18,900 

(6) Sun Cip Water District Post Test Year Plant Additions - Post Test Year Investment Pyicts (“TPs’3 
Used and Us$uL gab M-- Jane 30’20 14) 

The District has not requested any Post-Test Year Capital Investment Projects (“IP”) be 
ZU d3 

included as Post Test Year Plant Additions.” 

(7) Syxtem Impmvement Benejt (“SIB ’3 - Sun Cig Water District 

EWAZ is seeking a SIB to address necessary distribution system infrastructure replacements 
that provide service to the existing District customers. As a supplement to its application, EWAZ 
submitted a SIB Engineering Report (“Report”), dated March 26, 2014, supporting the need for its 
proposed S-year infrastructure replacement projects for the District’s Sun City water systems.12 The 
proposed infrastructure replacement and improvement projects are expected to commence in 2015 
and f i s h ,  4 years later, in 2019. The Report identifies the most critical areas within the District, 
provides estimates for the quantity of service lines, meters, water mains, and valves that need to be 
replaced within the District, and estimates the associated replacement costs. 

Historical repair and replacement data was utilized by EWAZ to assess the Disbicts existing 
plant (e.g. mains, services, and valves). Table M., which illustrates the results from the assessment, 
was used to assist with establishing existing plant replacements for the SIB. 

*l The District placed Well No. 8.3B in service during the post-test year; however, it decided not to indude the well in the District’s 
Post-Test Year Plant Additions. Total construction cost of the well was approximately $2,151,294. 
12 SIB Engineering Report - EWAZ Exhibit CC-1-B, dated March 26,2014. 
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Table M. Water Main, Services, & Valve Assessment - Sun City Water District I 
Existing 

Plant 

Existing Plant Units Average Existing Plant 
Material/Type Units’ Exceeding Average Exceeding Average to be 

Life useful Liie (units) Useful Life (“h) Replaced (Years) 

Mains2 

Services 
Vdvc- - 

Polyvinyl Chloride (PVC) 710,000 28 142,635 20 18,655 

Asbestos-Cement (AC) 860,000 50 357,498 42 10,311 

Galvanized Steel 20,166 50 3,851 19 1,100 
$e--- +3e.----- --____ - Gate%dveS---------- -3;MQ- 4- - 35--- 

appropriate. However, no “used and useful” determination of the proposed plant items was made, 
and no conclusions should be inferred for rate base purposes in the future. Staff recommends 
approval of the District’s proposed Plant Table I of the SIB Mechanism (ebble  5 year 

l 
I infrastructure imprqvement projects), submitted as a supplement to the District’s application by 

EWAZ on March 26, 2014, totaling $10,999,325 as tabulated in Table N. Staff further recommends I 

that SIB Attachments 2A-2D, 3A-3E, 4A-4EY 5A-5E, 6, and 7A-70 be adopted. 
I 
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Year 2015 I 2016 I 2017 

Table N. SIB - Sun City Water District Planned Infrastructure Replacement Projects (2015 - 2019) 

2018 1 2019 1 Total 

- 

Mains1 5,786 $1,005,087 12,869 $1,680,440 3,854 $471,483 2,633 $349,698 3,824 $575,162 28,966 $4,081,870 

Services 165 $650,232 0 $0 313 $1,241,420 316 $1,256,363 290 $1,145,430 1,084 $4,293,445 

Valves 16 $76,375 16 $81,418 16 $82,188 16 $77,018 16 $82,610 80 $399,608 

Meters 2,100 $409,508 2,071 $376,982 2,292 $432,728 2,784 $534,279 2,351 $470,906 11,598 $2,224,402 

Tatal------ $2,14lY2O1- -__ - $2,U8,840- - - $2,XVy818-- - -- - $&217i357------ -$2g274fl08-- - ---$-1i3$99~32P -- 
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' 8  I 

FIGURE 1 - MARICOPA COUNTY MAP 
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EPCOR Water Arizona, Inc. 
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FIGURE 2 - CERTIFICATED AREA 
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11-14-14 EPCOR Water Arizona, Ine. - Sun City Water Systems 
(FWS #07-099) 

Well #1.1 (DWR # 55606529) drilled in 1 1 
_ ~ . _ _  
1951,900'well depth 1,575 g p % T  
casing, 250-HP 

10" meter 

sand separator 

Well #1.2 -+=---f (DWR # 55408176) 8" meter 

drilled in 1958, motor replaced in June 
2007.1,090' well depUs 1,000 gpm, 20" 
casing, 200-HP Well #1.2 Site 

Cl, injection 

Plant #I site 

10,000 gal 

16" mekr 

Conlrol panel Well M.1 (DWR #55406524 drilled in 1969) 
1,206' well depth, 1,250 gpm, 
16" casing, 32S-HP, 
natural gas engine, Well pump was installed in 
2008 

35 KW on-site generator 

Cl, injection 

5,000 ,@on 
pressure tank 

10" mekr 
leplaced in Well M.1 Site 
7onn 

FIGURE 3A 

MOHAVE WATER DISTRICT - S U N  CITY WATER SYSTEM (PWS NO. 04-07-099) 
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11-14-14 EPCOR Water Arizona, Inc. - Sun City Water Systems 
(PWS #07-099) 

I 

sand separator 

i 

Plant #2 Site 

Two75-HP pumps 

10,000 gal 
Pressure tank 

6" meter Two IOO-HP pumps 

C12 injection I 

i I I I 

I 1 
Youngtown customers 

12" meter 10" meter 

L-rrl- 0 4. 0- - 
Well B.3 (DWR # 55-606531) 
drded m 1953,600' well depth, 
500 gpm, 16"/14"/12" cas= 
125-HP 

Well B.2 (DWR # 55-606530) 
drded m 1948, 750' well depth, 
875 am, 20" caslng, 2OO-Hp, 
underground well head (pump & 
casmg work m 2008, pump motor 
rebudt m 2009) 

Well 2.3 Site 

Well (12.2 Site 

FIGURE 3B 

SUN CITY WATER DISTRICT - SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 
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Plant #3 Site 
.___ 

Well #3.1 (DWR # 55-606528) 

2,500 gpq 16" mng, 3 2 5 - c m ( @ e p ' K e d  

500,000 gal 
-7ltiliedirri975~~Wweiid 

sunrmer 2009) cl, injection 
> 

500,000 gal 
(16'-H) 

- s2oragetank Check Valve 

2009 
d l e d  m DE% - / 

18" met= B- 10,000 gallon 

FIGURE 3C 

SUN CITY WATER DISTRICT - SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 





EPCOR Water Arizona Inc. - Sun City Water Distxict 
Docket No. WS-01303A-14-0010 
December 26,2014 
Page 30 

EPCOR Water Arizona, Inc -Sun City Water Systems 
(PWS #07-099) 

11-14-14 

Well M.1 (DWR # 55574914) 
dnlled y1 1999, 1,200' well depth, 1,200 three loowp gpm 16"wsma. 250-€lPp-p - - ___ - ________ ___ 

12" meter 

1.25 MG 1.25 MG 

(16'-H) 
(16'-H) 

Plant #6 Site 

10,000 gal 
Pressure 
tank 

I KY 

Well #63(DWR # 55606526) drilled in 
1956, 1,006' well depth, 1,340 gpm, 20" 
Casing, 350-€lP (motor replaced in 2008) 

Well #63 Site 
Well is Ofnie 
and abandoned, 
New Well being 
drilled 5 7  

0 ' 
SCADA (installed in 2009) ("meter 

L I I I  

three 1 5 0 H p  pumps 

Auto Chlorine analyzer (installed in 2009) 

Well #6.4 (DWR # 556@518) drilled m 
1950, (rehabilitated in 2008) 910' well depth, 
750 gpm, 20" c a s k  4WHP (well contains 
high mwak level, well relined in 2008) 

Wen #6.4 Site 
well was restored in 2o08, new 
electric work & well metes 
installed in 2007 

I Clz injection I 

Well #62 Site Well #62 (DWR # 55-606520) 
W e d  in l973,1,317'weU depth, 
1,820 gpm, 16" casing, 450-HP 

FIGURE 3E 

SUN CITY WATER DISTRICT - SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 
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2 
680,OOOgallon e 

ck (16'-H) storage 5 2  

Well #82 Site Auto dialer 

sand separator 

LT1-'-5*4 
Well #82 (DWR # 55-606535) 
drilled in 1952,1,OOO'wll depth, 
725 gpm, 20" casing, 350-HP 

C12 injection 

Well C8.4 Site 
Well #8.4 (DWR # 556606533) 
drilled in 1946,1,00O'well depth, 
1,100 gpq  20" caslng, ZOO-HP 
Well was capped in 2000. 

s' 

Well #83B Site 
Well # 8 3  (DWR # 55-222007 
drilledin 2013,1,420'well depth, 
1,400 gpq  20" casing, 300-HP 
(Online in 2014) Cla-Valve 

Cla-Valve 
Pump to Waste 

8" chedc Valve 
installed in 2008 

Well #83 Site 

sand separator 

drilledin l975,1,214'well depth, 
700 spq 16" casing, 400-Hp 
(well rehab in March 2008) 

Cl, injection 

FIGURE 3F 

SUN CITY WATER DISTRICT SUN CITY WATER SYSTEM (PWS NO. 04-07-099) 
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___ _____.__ - 

BacMow preventor I (installed in 2008 I 

SCADA (installed I I in2008 

lhree 100-Hp 6re Bow 
ppmpr (haJJed ffl2008) 

An on-sie generator (750 
kWB38 KVA) installed 

on-sie hypochlorite 
generator (installed in 2008 

& I  c 

1.5MG(16’-H)conrretestorage tank 
( i e d  in 2008) 

Wastewater from NaOCl generator 
NaoClinjection + 

8 (36 bld eq Cld 
a 

.& u I I I 

PR Vatve 

a- i 
I .  I I  

SCADA (installed Well 9 3  Site 
in 2008 

preventor installed 
m 2008 

Well M.3 (DWR # 55-207076) 
drilled in 2006,682’ well depth, 
1,100gpm, 18”ciLFing 200-m 8”- * 

( i l e d  m 2008) 
a 

Well M.2 Site 6-meter ( d e d  in 
2008 .o- w 

Well #9.2 (DWR # 55-205600) 
drilled in 2005,984’ well depth, 
580 am, 18” casing 2WHF’, 
underground well head 

SCADA (installed 
in 2008 I %” backtlow 

preventor installed 
in 2008 

Well (19.1 
(DWR # 55207439) 
drilled in 2006 never 

FIGURE 4A 

SUN CITY WATER DISTRICT - TIERRA DEL RIO WATER SYSTEM (PWS NO. 04-07-532) 
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Sun City Water System 
Water Usage -July 2012 - June2013 
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FIGURE 5A - SUN CITY WATER SYSTEM WATER CONSUMPTION 
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Tierra Del Rio Water System 
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FIGURE 5B - TIERRA DEL RIO WATER SYSTEM WATER CONSUMPTION 
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. _______ 

Sun City Water District - Actual and Projected Growth 
2008 through 2019 
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FIGURE 6 - SUN CITY WATER DISTRICT ACTUAL & PROJECTED GROWTH 
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ATTACHMENT 1 I 
Meter ReDair and/or Redacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

___-__ . _ _ ~  
~ -- REQUIREMENTS 

The requirements of this tariff are governed by Rules of the Arizona Corporation Commission 
and were adapted from the Arizona Department of Water Resources’ Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and smaller in- 
service water meters a t  least once every ten years for one of the following reasons 
(whichever occurs first): 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

_ _  __-.___ ________________ I 

2. Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. I n  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. 1-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 



I 

5 
a a 
.. 

U U I 

3 

m m m cl m cc) 

00 
m 



.9 N N 

0 

r- e 

(J \ d \ (J -. 

v) 

0 N \ 

3 

2 

In ... 
0 
N \ 

2 

v1 
3 

8 
2 
--. 

3 .= 
3 " 0 

m 
m 

u 
k 
3 
U 

3 a 
U 
8 

v). 
< h  
-4-4 
3 

" ... L? 
4 

m ... 

m m m m rn m 

I 3 
ul x 



I 

d --. 

f 
rr) z 

8 a 
W 
3 

3 3 In 

m m m m m m 

6 
i 
m z 

d N 

KI KI m 

9 
v) 

d --. 

In 

0 N .. + 

2 

3 a 
W 
3 

j! 
3 

E: 



- 
.- a 
Y 

2 

Y 

.% 0 

l i z  

I 
Q \ Q --. 

P- " 
8 
\ N v. 

r- 
0 N --. N 

" 

..4 

I 
3 a 
W 
& 

" 

rr) m m m m m 

I 
0 " 
dl 



P- 
3 

I: 
2 
--. 

I 

8. 
3 
U 

N N 

8 
2 
e, 

'E 
P 

m m m 

N 
.+ 
ri, 

r- 
0 Pi -. 3 

2 

2 

2 
0 N --. 

8 
a a s 

I 

a c 
8 

d .-. 
f 

y1 s 
'E 
z 
e, 

m m m 

y1 

c ;? 

e, 

'E 
0 

.z 
3, 



m m m I 

W 
c3 

3, I 

+ 
4 

v! 
c3 

d m 9 

5 
3 

P 

‘E W 

m m m m m 0 m m m 

‘0 m 
3, 



0 * 
m- 
e 
3 &e- 

._____ 

m * 
* 
3 

d 
-- 

W W 

2 
m * 

d -. d --. d \ 

2 

2 
0 N \ 

r' 

0 N \ 

3 

2 

r; 
8 --. N e 

% 
2 
&e- 

% 
2 
&e- 

Y 

V U 

L" 
3 

v! 
e 

+ 
e 

* m 3 

y1 

8 

'E 
= 
0 

P 

m 
c) m m m c) 

m 
c) 7) 

m m m 0 rn m 

01 .- 
A 

0 

2 
N 

2 B 
v) 



I I 

d d 
\ \ d .. d \ 

t; 

2 
0 N .-. 

r- r- 

\ --. 
3 3 

8 
2 3 

0 N 

N 

I 

P cs 
s g  g2 
3 

5 a 
u 3 

5 
PI 

U 
3 

% 
3 

? Ln 
3 3 

2 ro m 
co a '2 E 8 'E E 

W 

'E E 

m m m m m r.7 rr) m m rr) m m 

9 co 

I I 



I 

I r- N 

M 
P 
0 * __ 

w 
\3 
p' N 

d -. d -. d -. d --. 

I= 
0 N -. 
N 3 

I= 

2 
0 N -. 

g 
3 u 

L( 

a a 
6 

2 

71 71 71 71 71 71 
r) 
rr) 71 

71 71 71 

m 
2 

01 

2 
0 x " 

2 



I I 

ij 

m r.7 m rn rn cr) I m m m 

I I 

m 
v) 
3 * 

v) 
3 

I I I 

m m cri 

v) 

(0 
3 





d --. d \ 

+ 
a 

m 
3 

8 -. N * 

m .- 
0 N -. 
2 

C c 
L E a 

V 
@ 

+ + +  .- 
A m . -  

.-. .- n 

W 

m 

m * m 



d --. 

m + 
0 N --. N + 

m m m 

CJ --. 

m 

N N 

m m m 

In Ln 

In Ln 
N, 

__ 

d --. 

m 
c3 

0 N --. N 

j! 
3 

f 

m m m 

m + 
0 N --. 
2 

In 

m m m 



d \ d --. 

W 
3 

Ei 
2 
\ 

00 

0 N --. 
" 

2 

m 
0 N --. 
2 

W 

0 N \ 

3 

2 

a" 

3 c 
3 

W 

3 
a a s 

? 
3 

L" " 

t, m 
4 d N 

" 

m m m m m m r? m m m m m 

N z a 
VI 

m 
VI 
P 



d -. d -. d \ d -. 

m 
3 

Fi 
2 
\ 

m 
13 
0 N -. 
01 3 

m * 
Fi 
2 
-. 

m 
0 01 -. 
2 

si 
3 
9 
5 m 

u .* u ri 

g 
N 

a 
8 .= 
m 
0 
3 

u 
a 
@ u 

u 

a a 
u 

3 a 
u 3 

Y 

y! 
3 

m m m 

Y) 

4 

7) m m 7) m rn m m m m m m 

m 
3 r- 

m P 
m 
3 



CJ .. 

ii? ..- L? 
3 

N N 3 
d 

c) 
c) c) c) 

c) c) 

0 x 3 x 

m m 



I 

ci --. a .. 

I 

& 
@ 
V 

I 

K 
3 
V 

m 
rci m 

Y 

2. 0 (I' rci 

2 



d -. 

01 

0 N \ 

* 

2 

-0 
0 -  o z  
EB 
$3 

c1 
d 

z 
;? 

W 

'E 
P 

d -. 

01 

0 N -. N 

13 

13 

3 

111 

3 
W 

j 
111 

m m m 

m x 

01 

0 N \ 

c1 

2 

d 
Y 111 

5 

m In 

rr) m m 

W x 



cc) 
cc) cc) 

P- 

2 

0 0 

P 
0’ 

0 Lo 

cc) 
cc) cc) 

m 

2 



.- A 
Y 

2 

e --. 

W 
Y 

% 

Y 

.P 0 (,. 2 



3 I 

I 

d \ 

3 

2 
0 N --. 

w + 

m 

g 
F 
W 

i 

4 

cr) cr) 



3 

6 g3 



M 
F z w E z 
F F 
4 

2 

m 
c 
0 
r\I \ 

2 

5 



T 

I 



S 
C 
.r 

I 

d \ I 



0 N 
3 

Y 

gg 
3 

e .. 

err crr 



U 

I 





ca .- w 
$! 
\ 

ca 
c w 
2 
\ 

u 
2 
A 
B 

- ... 
W 
Y 

3 

u z 
'i 

0 
"m 

8 

3 a 

'3 a .* 

E .a z 

c1 c1 
c) m 

E 
B 



c 

Y g 



I I 

W 

0 N .. CI 

2 



I 

Y 

.% 0 li 2 3 . z  



m .. 
2 

iu 
0 

W .. m 

Y 

d m c1 



h 

b 

0 
Y 

\ m 



ATTACHMENT 6 

EPCOR Water - Sun City Water District 
Docket No. WS-01303A-14-0010 

Plan of Administration 
System Improvement Benefit Mechanism (“SIB”) 

TABLE OF CONTENTS 

I. GENERAL DESCRIPTION ......................................................................................................... 73 

11. DEFINITIONS ............................................................................................................................. 73 

111. SIB RELATED FILINGS ........................................................................................................... 74 

IV. SURCHARGE CALCULATIONS ............................................................................................. 76 

V. ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY CIRCUMSTANCES _________ ...... 78 .__.____ ~~ 

VI. SIB SURCHARGE RATE DESIGN .......................................................................................... 79 

VII. SIB SURCHARGE NOTICE REQUIREMENTS ................................................................... 79 

-______-..-- ____ ~ _ _ _ _ ~  

EXHIBITS 

SIB PLANT TABLE II3 ............................................................................................................................................ 3 

SIB PLANT TABLE III4 ........................................................................................................................................... 2 

SIB SCHEDULE A - CALCULATION OF OVEIUIL SIB REVENUE REQUIREMENTS AND 
EFFICIENCY 

CREDIT ................................................................................................................................................................. Exhibit 3 

SIB SCHEDULE B - CALCULATION OF SIB TRUE-UIZ REVENUE REQUIREMENTS 
ADJUSTMENT .......................................................................................................................................................... 4 

SIB SCHEDULE C - TYPICAL B I U S  ANALYSIS ..................................................................................... Exhibit 5 

SIB SCHEDULE D - SUMMARY O F  REVENUE AND RATE BASE IMPACTS INCLUDING 

EARNINGS TEST .............................................................................................................................................. Exhibit 6 

l3 Revised 4- 1-20 14 
l4 Revised 4-1-2014 



EPCOR Water - Sun City Water District 
Docket No. WS-O1303A-14-0010 

Plan of Administration 
System Improvement Benefit Mechanism (“SIB”) 

I. GENERAL DESCRIPTION 

This document is the Plan of Administration (“POA”) for the System Improvement Benefits 
Mechanism approved for EPCOR Water’s (“Company”) Sun City Water District by the 

Arizona Corporation Commission (“ACC” or ccCommissionyy) in Decision No. XxXxx on Month, 
Day, Year. The SIB provides for recovery of the capital costs (return on investment, income taxes 
and depreciation expense) associated with distribution system improvement projects listed in SIB 
Plant Table I that have been verified to be ~ompleted,’~ net of associated retirements and placed in 
service per SIB Plant Table I1 and where costs have not been included in rate base for recovery in 
Decision No. Xxxxx. Any expenditures offset by contributions in aid of construction or advances 
in aid of construction are not eligible for inclusion in the SIB. 

0 NARUC - National Association of Regulatory Utility Commissioners 

0 SIB - System Improvement Benefit mechanism to be implemented between rate 
proceedings to support investment in plant recorded in SIB E b b l e  NARUC 
accounts. 

0 SIB E b b l e  Plant - Investments in plant recorded in SIB Elqgble NARUC accounts. 

0 SIB Eligible NARUC accounts: 

’ NARUC Account NO. 309 - Supply Mains 

. NARUC Account No. 331 - Transmission and Distribution Mains 

. NARUC Account No. 333 - Services 

. NARUC Account No. 334 - Meters and Meter Installations; 

. NARUC Account No. 335 - Hydrants 

o SIB Plant Table I (Excerpt attached as Exhibit 1)16 - The schedule of planned SIB 
ellglble projects that is either approved in the Company’s most recent rate case or 
updated by a subsequent Commission decision. As used herein, this term refers to 
the most recently updated SIB Plant Table I available unless reference is made to a 
particular Commission decision. 

o SIB Plant Table I1 - The schedule of completed and verified SIB eligible projects 
from the latest Commission approved SIB Plant Table I and associated retirements. 

l5 Acceptable form of verifications may include the Maricopa County Environmental Services Department Approval 
of Construction, Professional Engineer’s Certificate of Completion, etc. 

See Company filing of August 22,2013 16 
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0 

0 

0 

Total Revenue Requirement - The revenue requirement approved in Decision No. 
XXXXX, plus the SIB Revenue Requirement. 

SIB Revenue Requirement - The revenue requirement equal to the return on 
investment, income taxes and depreciation expense necessary to support the SIB 
Plant Table I1 amounts. 

SIB Revenue Requirement Efficiency Credit - An amount equal to 5 percent of the 
SIB Revenue Requirement. 

SIB Authorized Revenue - Amount equal to the SIB Revenue Requirement less the 
SIB Revenue Requirement Efficiency Credit plus any SIB True up Adjustment. 

-GrxxsSB&u&asge = h 8 u n t 4 o - b e s h o n  custom~rsl-biUs-based~n~~~~r---- - 

sizes without consideration to the SIB Surcharge Efficiency Credit. 

SIB Surcharge Efficiency Credit - An amount equal to 5 percent of the Gross SIB 
Surcharge to be shown on customers’ bills. 

SIB Surcharge - The amount equal to the Gross SIB Surcharge less the SIB 
Surcharge Efficiency Credit to be charged, based on meter size, calculated to recover 
the SIB Authorized Revenue. The SIB Surcharge is to be shown as a separate line 
item on customers’ bills. 

SIB True-up Adjustment - An amount to adjust for over- or under-collection of the 
SIB Authorized Revenues as compared with the total SIB Surcharges collected for 
the preceding 12 month period. Each SIB true-up shall also analyze the cumulative 
over- or under-collections to include a comparison of all past SIB Authorized 
Revenues, total SIB Surcharge collections, and prior true-ups to be used in 
calculation of the SIB true-up surcharge or credit by meter size. 

111. SIB RELATED FILINGS 

A. Progress Reports - Once a SIB is approved in a decision, the Company must file 
with Docket Control semi-annual status reports delineating the status of all SIB 
EQble Plant, on a project by project basis as Listed in the latest Commission 
approved SIB Plant Table I. The initial semi-annual status report shall include only 
those projects from the initial SIB Plant Table I which the Company has designated 
as most likely to be completed in the first 12 months. 

B. Reconciliation and True Up - Once a SIB Surcharge is implemented, the Company 
must file annually to true up its SIB Surcharge collections over the preceding twelve 
months with the SIB Authorized Revenue for that period and establish a surcharge 
or credit’to true up over or under collections, regardless of whether it seeks a new 
surcharge. The hling dates for these annual true-ups shall be as established in the 
Commission’s Decision approving the SIB Surcharge. 
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C. SIB Surcharge Requests - To obtain its SIB Surcharge the Company must file the 
following: 

1. 

2. 

3. 

4. 

5. 

6. 

SIB Plant Table IIi7 (with supporting information and documentation), 
showing the SIB eligible projects completed for which the Company seeks 
cost recovery. Such projects must: 

a. be projects listed in the SIB Plant Table I; 

b. have been completed by the Company; 

C. have been verified; and 

A summary of Commission approved SIB-eQble projects contemplated for 
the next twelve (12)-month SIB surcharge period from SIB Plant Table II8 
from Decision No. to allow the Commission to establish the latest 
SIB Plant Table I. 

SIB Schedule A (sample attached as Exhibit 3), showing a calculation of the 
SIB Revenue Requirement and SIB Revenue Requirement Efficiency Credit, 
SIB Authorized Revenue, Gross SIB Surcharge, SIB Surcharge Efficiency 
Credit, and the SIB Surcharge. Schedule A shall be supported by revenue 
requirements schedules supporting the revenue requirements in Decision No. 
Xxxxx and the pro-forma revenue requirements including the effects of 
SIB E b b l e  Plant. 

Schedule B (sample attached as Exhibit 4) showing the overall SIB True-up 
Adjustment calculation for the prior twelve-month SIB Surcharge periody as 
well as the individual SIB True-up Adjustment for each meter size. 

SIB Schedule C (sample attached as Exhibit 5) showing the effect of the SIB 
Surcharge on a typical residential customer bill for both median and average 
usage. 

SIB Schedule D (sample attached as Exhibit 6) which shall include an 
analysis of the impact of completed SIB Ewble Plant projects on the fair 
value rate base, revenue, and the fair value rate of return. The Company shall 
also hle the following as part of SIB D Schedule: 

a. the most current balance sheet at the time of the f i g ;  

Sample attached as Exhibit 2 17 

’* Beginning with its SIB Surcharge Request filing for the second 12-month surcharge period, the Company may 
request a change from the estimated CostrUnit (approved in the Company’s most recent rate case Decision) due to 
inflation using the latest calendar year Consumer Price Index (see sample attached as Exhibit 1). This may be done 
only if the original SIB Plant Table I unit cost did not account for inflation. 
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D. 

E. 

F. 

G. 

H. 

b. 

C. 

d. 

e. 

f. 

the most current income statement; 

an earnings test schedule; 

a rate review schedule (including the incremental and pro forma 
effects of the proposed increase); 

an adjusted rate base schedule; and 

a Construction Work in Progress ledger for each project showing 
accumulation of charges by month and paid contractor invoices 
including a summary page showing the calculation of the SIB eligible 
~a tebaseand-d9preaa t i~n -e~~n~-  n e b  f - a s s o c i a t n t s  ______--- 

The Company will maintain and provide to the Commission’s Utilities Division 
(Staff) and the Residential U a t y  Consumer Office (RUCO) schedules in Microsoft 
Excel format (with all formulae intact) supporting the revenue requirement approved 
in Decision No. xXXXX, and the effects of completed SIB eligible plant for the 
current SIB Surcharge Request and any previously approved SIB Surcharge and SIB 
True-up Adjustment Requests. 

The Company may make its initial SIB Surcharge Request through Docket Control 
no earlier than twelve months after the entry of Decision No. Xxxxx. 

The Company may make no more than one SIB Surcharge Request every twelve 
months with no more than five SIB Surcharge Requests between rate case decisions. 
A True-up must be filed with each SIB Surcharge Request, except the first. 

Unless otherwise authorized by the Commission, the Company shall be required to 
file its next general rate case no later than Month, Day, Year, with a test year ending 
no later than Month, Day, Year. 

Any SIB Surcharges that are in effect shall be reset to zero upon the date new rates 
become effective in the Company’s next general rate case. 

IV. SURCHARGE CALCULATIONS 

A. Calculations of Amounts to Be Collected By the SIB Surcharge 

1. The amount to be collected by the SIB Authorized Revenue shall be equal to 
the SIB Revenue Requirement minus the SIB Revenue Requirements 
Efficiency Credit plus any SIB True up Adjustment. 
For purposes of calculating the SIB Revenue Requirement: 

(1) The required rate of return is equal to the overall rate of retum 
authorized in Decision No. -. 
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(2) The gross revenue conversion factor/- multiplier is equal to the 
gross revenue conversion factor/tax multiplier approved in Decision 
No. Xxxxx, and 

(3) The applicable depreciation rate(s) is equal to the depreciation rate(s) 
approved in Decision No. Xxxxx. 

2. The SIB plant unit cost to be used in calculating the SIB Revenue 
Requirement shall be the lesser of the installed SIB plant Unit cost listed in 
SIB Plant Table I1 or 110 percent of the SIB plant estimated unit cost listed 
in the latest Commission approved SIB Plant Table I. 

B. Reconciliation And True-Ups 

1. 

2. 

3. 

4. 

5. 

The revenue collected by the total SIB Surcharges over the preceding twelve 
months shall be trued-up and reconciled with the SIB Authorized Revenue 
for that period. 

A new SIB Surcharge shall be combined with an existing SIB Surcharge such 
that a single SIB surcharge and SIB Efficiency Credit are shown on a 
customer’s bill. 

For each twelve (12) month period that a SIB surcharge is in effect, the 
Company shall reconcile the amounts collected by the SIB Surcharge with 
the SIB Authorized Revenue, for that twelve (12)-month period, consistent 
with Schedule B, attached hereto as Exhibit 4. 

Any under- or over-collected SIB Authorized Revenues shall be recovered or 
refunded, without interest, over a twelve-month period by means of a SIB 
True-up Surcharge or Credit. 

Starting with the second annual SIB Surcharge, where there are over- or 
under-collected balances, such over- or under-collected balances shall be 
carried over to the next year, and considered in the calculation of the new 
SIB True-up Surcharge or Credit. If, after the five-year period there remains 
an over- or under-collected balance, such balance shall be reset to zero, and 
addressed in the next rate case. 

C. EamingsTest 

1. Once a SIB Surcharge is in effect, the Company shall be required to perform 
an annual earnings test calculation for each SIB Surcharge Request to 
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determine whether the actual rate of retum reflected by the operating income 
for the affected system or division for the relevant 12-month period 
exceeded the most recently authorized fair value rate of retum for the 
affected system or division. 

2. The earnings test shall be: 

a) based on the most recent available operating income, 

b) adjusted for any operating revenue and expense adjustments adopted 
in the most recent general rate case; and 

c) based on the rate base adopted in the most recent general rate case, 

contributions in aid of construction, advances in aid of construction, 
and accumulated deferred income taxes through the most recent 
available financial statement (quarterly or longer). 

~ - - - - u p d ~ ~ ~ d ~ ~ ~ a ~ g e ~ ~ ~  - p l a n t , - a € c ~ ~ ~ t ~ d ~ ~ ~ ~ c ~ a t i ~ ~ -  ---__ -- 

V. ADDING PROJECTS TO SIB TABLE I UNDER EMERGENCY 
CIRCUMSTANCES 

A. The Company may seek Commission approval to add projects in SIB Plant Table I 
only in the event of emergency circumstances. No such changes may be made 
without Commission appzoval. 

B. Any addition to SIB Plant Table I must be plant investment that maintains or 
improves existing customer service, system reliability, integnty and safety. Ewble  
plant additions are limited to plant replacement projects. The costs of extending 
facilities or capacity to serve new customers are not recoverable through the SIB 
mechanism. 

C. To be eligible for SIB treatment, a project must be SIB Eligible Plant. 

D. SIB Eligible Plant must satisfy at least one of the following criteria: 

1. Water loss for the system exceeds ten (10) percent, as calculated by the 
following formula: ((Volume of Water Produced and/ or Purchased) - 
(Volume of Water Sold + Volume of Water Put to Beneficial Use)) divided 
by (Volume of Water Produced and/or Purchased). If the Volume of Water 
Put to Beneficial Use is not metered, it shall be established in a reliable, 
verifiable manner. 

2. Plant assets that have remained in service beyond their useful service lives 
(based on the Company’s system’s authorized utility plant depreciation rates) 
and are in need of replacement due to being worn out or in a deteriorating 
condition through no fault of the Company; 
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Any other enpeering, operational or financial justification supporting the 
need for a plant asset replacement, other than the Company’s negligence or 
improper maintenance, including, but not limited to: 

a. A documented increasing level of repairs to, or failures of, a plant 
asset juse ing  its replacement prior to reaching the end of its useful 
service life (e.g. black poly pipe); 

Assets that are required to be moved, replaced or abandoned by a 
governmental agency or political subdivision if the Company can 
show that it has made a good faith effort to seek reimbursement for 
all or part of the costs incurred. 

b. 

___ - U ~ - S € B S U R C H A R G E E S € ~  -- 

The SIB Surcharge rate design shall be calculated as follows: 

1. 

A. 

The SIB Surcharge shall be a fixed monthly surcharge containing a Gross 
SIB Surcharge and the SIB Surcharge Efficiency Credit as its two 
components. 

2. The SIB Surcharge shall be calculated by dividing the SIB Authorized 
Revenue by the number of equivalent active 5/8-inch meters at the end of 
the most recent twelve (12) month period, and shall increase with meter size 
based on the following meter capacity multipliers: 

5/8-inch x %-inch 
?”-inch 
1 -inch 
1 %-inch 
2-inch 
3-inch 
4-inch 
6-inch 
8-inch 
10-inch & above 

1.0 times 
1.5 times 
2.5 times 
5 times 
8 times 
16 times 
25 times 
50 times 
80 times 
115 times 

B. The SIB Surcharge shall apply to all of the Company’s metered customers, including 
private fire service customers. 

VII. SIB SURCHARGE NOTICE REQUIREMENTS I 

A. Thirty days prior to filing each application to implement a SIB Surcharge, the 
Company shall file a proposed form of notice to Staff for review, and a S u m m a r y  of 
what the Company will be requesting in the application. Once the notice is approved 
by Staff, the Company shall provide a copy of the approved notice to its customers 
via newsletter or bill insert. After providing notice, the Company shall fie a copy of 
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the notice and a description of when and how it provided notice with each 
application to implement a SIB surcharge. The Summary and Notice shall include at 
least the following information: 

1. The individual Gross SIB Surcharge, by meter size; 

2. The individual SIB Surcharge Efficiency Credit, by meter size; 

3. The SIB Surcharge, by meter size; and 

4. Directions to where the customer may obtain a s u m m a r y  of the projects included 
in the current SIB Surcharge request, including a description of each project and 
its cost. 

___- ~ _ _  ____- - - 

B. A SIB Surcharge shall not become effective until approved by the Commission. 

C. The Company shall provide a proposed order for the Commission’s consideration. 

D. The Company shall notice its customers of the SIB Surcharge approved herein as 
soon as possible in a form acceptable to Staff and consistent with the notice 
requirements of Decision No. Xxxxx. 

E. The Company shall not implement the SIB Surcharge until 30 days after having filed 
documentation in Docket Control providing the date when all effected customers 
have been notified of the Commission approved SIB Surcharge. 
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ENGINEERING REPORT FOR 
EPCOR Water Arizona Inc. 
Tubac Water District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

December 31,2014 

CONCLUSIONS 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Arizona Corporation Commission (‘ACC” or “Commission”) Utilities Division Staff 
(“Utilities Staff’ or “Staff ’) concludes that the Tubac Water District (“Tubac” or “District”) 
water system, does not have adequate storage capacity to serve the present customer base 
and any reasonable growth. 

The Aizona Department of Environmental Quality (“ADEQ) Compliance Status Report 
(“CSR”), indicates that the District water system is currently delivering water that meets 
water quality standards required by 40 CFR 141 (National Prjmary Drinkiag Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

The District’s water system service area is located within the Arizona Department of Water 
Resources (“‘ADWR”) Santa Cmz Active Management Area (“W’). 

ADWR’s Water Provider Compliance Reports, dated June 6, 2014, indicate that the 
District’s water system is currently in compliance with departmental requirements governing 
water providers and/or community water systems. 

According to the Commissions Uiihties Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

The District has approved Cross-Connection/Backflow Prevention and Curtailment Tariffs 
on file with the Commission. 

The District has ten (10) Best Management Practices ( “ B ~ s ” )  on file with the Commission. 

Well No. 2 produced water containing arsenic concentrations above the Environmental 
Protection Agency (“EPA’) standard. The well is located a significant distance from the 
Arsenic Removal Facility (“ARF”). Based on a cost analysis study, it was determined to be 
cost prohibitive to install a transmission main from Well No. 2 to the A m .  Consequently, 
the well was disconnected from the District water system and is currently inactive. Well No. 
2 is considered not used and useful to the District’s provision of service. 



9, EPCOR Water Arizona, Inc. (“EWAZ”) has not requested any District Post-Test Year 
Capital Investment Projects (“IPsYy) be included as Post Test Year Plant Additions. 

Staff concludes that the media replacement cost of $101,712 to be appropriate and 
reasonable. 

RECOMMENDATIONS 

1. 

10. 

Staff recommends an annual water testing expense, for the District, of $2,108 be used for 
the purposes of this application. 

Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
F be adopted. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by the District, and recommends the charges listed under 
“Staffs Recommendations” in Table G be adopted. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (“BMP 
4.2”). In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which 
refers to the inspection of meters, be modified such that pulling a meter for inspection 
would no longer be required and therefore be stricken from the tariff. Staff recommends 
approval of the modifkation in BMP 4.2, as proposed by EWAZ. 

Staff recommends the District install, at a minimum, an additional 100,000 gallons of storage 
capacity. Staff further recommends that the District file with Docket Control, as a 
compliance item in this docket by December 31, 2015, a copy of the ADEQ Approval to 
Construct (‘ATC”) for the additional storage capaciqr. 

2. 

- _ _ _  ____-_____ _____ ____ ______ 
3. 

4. 

5. 
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A.. INTRODUCTION AND LOCATION OF COMPANY 

On March 7,2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) filed 
an application with the Arizona Corporation Commission (“ACC” or “Commission”) for approval 
of a rate increase in (Docket No. WS-01303A-14-0010) for its Tubac Water District (“Tubac” or 
“District”). Tubac’s current rates were approved in Commission Decision No. 71410, dated 
December 8,2009. 

The District water system, Public Water System (“PWS”) No. 04-12-001, provides public 
utility water service to approximately 600 metered connections’ in the town of Tubac, in Santa Cruz 

Necessity (“CC&N”), which covers approximately 4,222 acres (6.59 square miles), are shown in 
Figures 1 and 2, respectively. The original CC&N area was transferred from Arizona-American 
Water Company to EWAZ in Commission Decision No. 72668 dated November 17,2011. 

-- - ~ o U f l ~ - ~ e ~ Q € a t i Q ~ ~ € - ~ ~ - ~ ~ s ~ c ~ ~ n d ~ e - ~ ~ ~ ~ v ~ ~ e d - b ~ - ~ ~ s ~ ~ ~ € ~ ~ ~ ~ ~ ~ ~ n ~ ~ ~ d -  

B. DESCRIPTION OF THE WATER SYSTEM’ 

The District water system was visited on June 5,2014, by Staff member Michael Thompson. 
Mr. Thompson was accompanied by Ms. Phan Tsan (Staff Public Utilities Analysts), Ms. Sheryl 
Hubbard, CPA (EWAZ Director, Regulatory & Rates), Mi-. Roland Tanner PWAZ Manager, Rates 
& Regulation), Mr. John Lulewicz (EWAZ Operations Manager), Mr. Joe Comejo (EWAZ 
Operations Manager), Mi-. Paul Taylor (EWAZ Operations Supervisor), and Mr. Jesse MaiUoux 
(EWAZ Operator). Mr. Jesse Mailloux is the District’s lead certified operator of rec01-d.~ 

The District water system consists of three (3) active wells, one (1) inactive well, an Arsenic 
Removal Facility (“ARF“), two (2) booster pumps, one (1) storage tank, and two (2) emergency 
generators. 

The distribution system consists of three (3) pressure zones. Well No. 3 pumps directly to 
Zone 1 and the Palo Parado Booster Pump Station located in Zone 3. Zone 3 is fed from the 
booster pump station and Well No. 3. Well No. 3 arsenic concentrations are well below the 
Environmental Protection Agency (“EPA”) standard. Well Nos. 4 and 5 feed Zone 2 via the ARF. 

Well No. 2 produced water containing arsenic concentrations above the EPA standard. The 
well is located a significant distance from the ARF. Based on a cost analysis study, it was 
determined to be cost prohibitive to install a transmission main from Well No. 2 to the ARF. 
Consequently, the well was disconnected from the District water system and is currently inactive. 
Well No. 2 is considered not used and useful to the District’s provision of service. 

1 Metered connections are included in the water use data submitted with the application. 
2 The description of the water system is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Shawn Bradford, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data 
Requests and, 4) Information collected during Staffs site visit. 
3 MI. Maillom has certifications with the State of Arizona as a Grade 1 Wastewater Collection System Operator, Grade 4 Water 
Distribution System Operator, and a Grade 3 Water Treatment Plant Operator. ADEQ Operator Identification No. OP022882, 
expiration date November 30,2016. 
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The ARF, located at Well Site No. 5, consists of two (2) 9-foot diameter Sevem Trent 
Granular Iron Media (“GIM”) arsenic removal vessels. Each vessel contains approximately 95.5 
cubic feet (“fi3’3 of gravel, and approximately 171.5 ft3 of Bayoxide E-33 media4. The ARF began 
operating in December of 2009. The GIM vessels are capable of treating 500 gallons per minute 
(“GPM”) of water from either Well No. 4 or Well No. 5. In other words, the ARF is capable of 
treating only one well at a time. However, the ARF is designed to blend water from Well No. 4 with 
treated water from Well No. 5. The vessels are operated in a lead/lag configuration, where one 
vessel operates in the lead position, while the other vessel is in the standby or lag position. Once the 
lead vessel media has expired the lag vessel then becomes the lead. Media in Vessel No. 1 was 
replaced in July of 2012, and media in Vessel No. 2 was replaced in July of 2013. Water from Well 

respectively. The targeted arsenic level discharged from the vessels to the distribution system is 8 
_________ Nos - 4 a f f d - - 5 - c o n t a i n - a r ~ ~ c 4 ~ ~ ~ ~ u ~ a p ~ r ~ ~ a ~ l y - ~ ~ ~ ~ d - ~ ~ ~ - ~ ~ ~ ~ - b ~ ~ ~ - ~ ~ ~ ~ ~ ~ ~  ---- 

PPb. 

0 wd No. 5 

The water system consists of one (1) 50,000 gallon storage tank, which is located at the 
booster pump station in Zone 3. Zone 1 and 2 do not have storage tanks. 

55-632901 15 450 - 500 302 12 6 1977 

Emergency generators are located at both Well No. 4 and Well No. 5. Well No. 3 does not 
have an emergency generator. 

The in-service plant facilities @.e., wells, tanks, pumps, and visible pipe) withjn the District’s 
water system service area appeared to be in proper working order, properly maintained, and in 
excellent condition. Staff did not observe any leaks at the plant facilities, or in the distribution 
system. 

Detailed listings of the plant facilities are included in Table A. Schematics of the service area 
are illustrated in Figures 3A through/ 3c 

Table A. Tubac Water System Plant Facilities Summary 

1 WellNo.3 I 55-604371 I 40 [ 130-160 [ 140 1 12 [ 4 1 1965 / 
ITI WellNo.4 I 55-505043 1 75 I 350 I 650 1 16 I 8 1 1983 

4 Bayoxide E-33 media is a grandax iron media manufactured by Severn Trent 
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Standard Wet Barrel 

(lJ Well No. 2 55-604370 25 180 204 12 3 1965 

91 

171.5 - Granular Iron 
95.5 - Gravel 1 - 5,000 Well No. 5 Yes Arsenic Removal Facility (ARF) 

Total Quantity 

M a t d  

628 

1 4  1 various 1 17,153 1 

c. WATERUSE 

(1) WaferSoM 

Figure 4 represents the water consumption data, in graphical form, for the District’s water 
system during the 12 month period for the test year, July 2012 through June 2013. The water 
consumption graph is located in the Figure Section of this report. Table B represents the hgh, low, 
and average water consumption for the Disuict’s water system. 
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(2) Non-Accotmted For Water 
I 

Table B. Tubac Water District Water System Water Usage 
Test Year July 2012 -June 2013 

High & Low Water Consumption (Gallons/Day/Connection) 

I June - 2013 I High Usage Month I 
Ir-Highest Daily Average Usage I 495 I 

Non-accounted for water should be 10 percent or less and never more than 15 percent. It is 
important to be able to reconcile the difference between water sold and the water produced by the 
source. A water balance will allow a water company to identify water and revenue losses due to 
leakage and any non-metered water use such as construction, firefighting, and line flushing. The 
water loss percentage within the District’s water system during the test year (fiscal year) was 
calculated to be 9.88 percent. Water loss percentages for the Distxict’s water system from the 
District’s 201 1 through 2013 annual reports are listed in the Table C below. 

Table C. Tubac Water District Water System Water Loss 

Water Loss 
Tubac Water System 

I 9.99 

The District water system has three (3) active drinking water wells with a combined total 
production capacity of approximately 1,300 gpm (1,872,000 gallons per day (“GPD”)). However, 
since the ARF is capable of treating water from only one well at a time, from Well No.4 or Well No. 
5, the actual total production capacity is approximately 680 gpm (979,200 gpd). The water system 
has one (1) storage tank with a total storage capacity of approximately 50,000 gallons located in 
Zone 3. Zone 1 and 2 do not have storage tanks. During the peak month, June 2013, the water 
system was serving 602 connections when EWAZ reported 8,934,000 gallons of water sold. 
Average daily demand for the month of June 2013 was determined to be 297,800 gpd. Staff 
concludes that the water system does not have adequate storage capacity to serve the present 
customer base and any reasonable growth. Therefore, Staff recommends the District install a 
minimum of 100,000 gallons of storage capacity. Staff M e r  recommends that the District file 
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with Docket Control, as a compliance item in this docket by December 31, 2015, a copy of the 
ADEQ Approval to Construct (‘ATC’’) for the additional storage capacity. 

D. GROWTH’ 

Table D and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eC1.S”) data base. Accordingly, 
Table D and F p e  5 indicate that the District’s growth from 2008 to 2009 was relatively flat. The 
District experienced a slight increase in growth, approximately 2.72 percent (a gain of 16 customers), 
from 2010 to 2013. 

____._______~_ 

With respect to future growth, EWAZ is projecting a positive ttend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in Apnl, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 
projecting the District’s growth to increase a total of 5.14 percent (projected gain of 31 customers) 
from 2014 through 2019. 

Table D. Tubac Water District Actual and Projected Growth 

Staff‘s historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIS) data base. Projected growth figures are based on EWAZ projections &om its &IS data base, local economists, and 
local developers. 
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E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ) 
COMPLIANCE 

(1) Compliance Statu 

ADEQ Compliance Status Reports (“CSR”) indcates that the Tubac Water System (PWS 
No. 04-12-001) is currently in full compliance with its requirements and is currently delivering water 
that meets water quality standards required by 40 CFR 141 (National Primary Drinking Water 
Regulations) and Arizona Administrative Code, Title 18, Chapter 4‘. 

The District reported water testing expenses of $2,041 during the test year. In addition to 
Total Coliform, Lead & Copper, Disinfectant-By-Products, Arsenic, and Total Organic Carbon 
testing, the Tubac Water System is also subject to mandatory participation in the Monitoring 
Assistance Program (“MAP”).’ The monitoring and testing expenses that were reviewed, evaluated, 
and recalculated by Staff are represented in Table E. The total estimated annual water testing 
expense for the water system is $2,108. Staff recommends, for the District, an annual water testing 
expense of $2,108, as tabulated in Table E, be used for the purposes of this application. 

Table E. Water Testing Costs - Tubac Water District (PWS No. 04-12-001) 

1 TTHM is t he  initialism for Total Trihalomethanes and HAA5 is the mitiahsm for Haloacetic Acids. 2 ARF is the acronym for 
Arsenic Removal Facility. 3 EPDS if &e initialism for Entry Point Distnbution System. 

ADEQ CSR dated August 6,2014. 
The MAP is mandatory for water systems which serve less than 10,000 persons (approximately 3,300 service connections). 
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F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”) COMPLIANCE 

The District’s water system service area is located within the ADWR Santa Cruz Active 
Management Area (‘AMA“’). ADWR’s Water Provider Compliance Reports, dated June 6, 2014, 
indicate that the District’s Water System is currently in compliance with departmental requirements 
governing water providers and/or community water systems. 

G. ARIZONA CORPORATION COMMISSION COMPLIANCE 

A check of the Utilities Division Compliance Section database showed that there are no 
_ _  d e l i n q Y e n t C ~ ~ s s ~ n c ~ ~ ~ e ~ s ~ ~ ~ ~ r t  _ _ _ _ _ _ _ ~  

H. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table F. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table F be adopted. 

Table F. Depreciation Rate Table - Tubac Water District 

Depreciable Plant 

301 1 301000 I Organization 
302 I 302000 I Franchises 
303 Land & Land Rights 

303200 
303300 
303400 
303500 
303600 

304100 
304200 
304300 

304400 
304500 
304600 
304620 
304700 
304800 

Land & Land Fbghts - SS 
Land & Land Rights - Pumping 
Land & Land Rights -Treatment 
Land & Land Rights - T&D 
Land & Land Rights - AG 

Structure & Improvement - Source of Supply 
Structure & Improvement - Pumping 
Structure & Improvement - Water Treatment 
Equipment 
Structure & Improvement - T & D 
Structuce & Improvement - General Plant 
Structure & Improvement - Offices 
Structure & Improvement - Leasehold 
Structure & Improvement - Store, Shop & Garage 
Structure & Improvement - Miscellaneous 

305 305000 Collection & Impounding Reservoirs - Source 

306 306000 Lake & River Intakes 

304 Structures & Improvements 

& Pumping 

307000 I Wells & Springs - Source & Pumping 
308 1 308000 I Intiitration Galleries - Source & Pumping 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.21 
2.21 

2.21 
2.21 
0.00 
2.21 
0.00 
0.00 
0.00 

0.00 

0.00 
3.08 

L 0.00 

0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.00 
0.00 

0.00 

0.00 
2.50 
0.00 

0.00 
0.00 0.00 

0.00 0.00 

3.33 
3.33 

3.33 
3.33 
3.33 
3.33 
3.33 
3.33 
3.33 

2.50 

2.50 
3.33 
6.67 

2.50 
2.00 

2.00 
2.00 
2.50 
2.50 
2.50 
2.00 
0.00 

0.00 

0.00 
2.50 
0.00 

* Per Compliance Section email, dated August 8,2014. 
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309 
310 

311 

309000 

310000 
310100 

311000 
311200 
311300 
311400 
311500 
311530 
311540 
311600 

320 
320000 

320.1 320100 
320200 
320300 

330000 
330.1 330100 

330200 
330.2 330300 

330400 

331000 
331001 
331100 
331200 
331300 
331400 
332000 

333000 
333100 

334 
334100 
334200 
334300 

335 335000 
336 336000 
339 

339000 
339100 
339200 
339500 
339600 

340000 
340100 
340200 
340300 
3403 10 
340325 
340330 
340400 
340500 

340 

Supply Mains - Source & Pumping 
Power Generation Equipment - S & P 

Power Production Equipment 
Power Generation Equipment - Other 

Pumping Equipment 
Pump Equipment - Steam 
Pump Equipment - Electric 
Pump Equipment - Diesel 
Pump Equipment - Hydraulic 
Pump Equipment - Other 
Pump Equipment - Water Treatment 
Pump Equipment - Transmission & Distribution 
Pump Equipment - Source & Pumping 

Water Treatment Equipment - Pdca t ion  Equip. 
Water Treatment Equipment - Non-Media 
Water Treatment Equipment - Filter Media 
Water Treatment Equipment - Sludge Disposal 
Equipment (Arsenic Removal) 

Distribution Reservoirs & Standpipes 
Elevated Tanks & Standpipes 
Ground Level Tanks 
Below Ground Tanks 
Clearwell 

TD Mains -Water Treatment Equipment 
TD Mains - Not Classified by Size 
TD mains - 4-inch & less 
TD mains - 6-inch to 8-inch 
TD m a i n s  - 10-inch to 16-inch 
TD Mains - 18-inch and Greater 

Water Treatment Equipment ____- 

Distribution Reservoirs & Standpipes 

Transmission and Distribution 

Fire mains 
Services 

Services 
Services - Water Treatment Equipment 

Meters 
Meter installations 
Meter Vaults 

Meters 

Hvdrants 
Backflow Prevention Devices 

Other Plant & Miscellaneous Equipment 
Other Plant/Miscellaneous Equipment - TD Plant 
Other Plant/Miscellaneous Equipment - Intangible 
Other PlantlMiscellaneous Equipment - Supply 
Other Plant/Miscellaneous Equipment - T & D 
Other Plant/Miscellaneous Equipment - CPS 

Office Furniture & Equipment - General Plant 
Office Furniture & Equipment 
Computer & Peripheral Equipment 
Computer Software 
Computer Software - Mainframe 
Computer Software - Customized 
Computer Software - Other 
Date Handling Equipment - General Plant 
Office EouiDment - Other 

Office Furniture & Equipment 

0.00 

0.00 
4.24 

0.00 
4.24 
4.24 
0.00 
4.24 
0.00 
0.00 
0.00 

0.00 
7.06 
5.00 

5.00 

1.62 
2.22 
5.00 
0.00 
0.00 

0.00 
1.97 
1.97 
1.97 
2.34 
0.00 
0.00 

2.45 
0.00 

2.42 
2.42 
0.00 
1.97 
6.67 

0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
3.28 
10.00 
25.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 

3.33 
0.00 

0.00 
4.00 
4.00 
0.00 
4.00 
0.00 
0.00 
0.00 

0.00 
5.00 
10.00 

0.00 

1.54 
0.00 
0.00 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
0.00 
0.00 

2.50 
0.00 

8.33 
2.50 
0.00 
2.00 
0.00 

0.00 
0.00 
0.00 
0.00 
3.33 

0.00 
4.50 
10.00 
20.00 
0.00 
0.00 
0.00 
0.00 
0.00 

2.00 

5.00 
5.00 

12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 
12.5 

3.33 
3.33 

20.00 

10.00 

2.22 
2.22 
2.22 
2.22 
2.22 

2.00 
2.00 
2.00 
2.00 
2.00 
2.00 
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4.00 
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0.00 
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0.00 
0.00 
0.00 
0.00 

0.00 
2.00 
1.43 
1.43 
1.43 
0.00 
0.00 

2.50 
0.00 

8.33 
2.50 
0.00 
2.00 
6.67 

0.00 
0.00 
0.00 
0.00 
3.33 

0.00 
4.50 
10.00 
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0.00 
0.00 
0.00 
0.00 
0.00 
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I. OTHER ISSUES 

(I) Service Line and Meter Installation Chatges 

EWAZ did not propose any changes to the District’s existing service line and meter 
installation charges.’ The proposed charges are refundable advances, and are similar to the Staffs 
typical range of charges for service line and meter installations. Since the District may at times 
install meters on existing service lines, it would be appropriate for some customers to only be 
charged for the meter installation. 

Staff has no objections to the continued use of the currently authorized meter and service 
installation charges, as proposed by EWAZ, and recommends the charges listed under “Staffs 
Recommendations” in Table G be adopted. 

The Company’s current charges were approved in Decision No. 73 145, effective May 1,2012. 
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Table G. Service Line and Meter Installation Charges - Tubac Water District 

__ 

CB* Indicates Indmdual Case Basis at Actual Cost 

(2) Cu&ailment Tanf  

The District has an approved Curtailment Tariff on hle with the Commission. This tariff 
became effective October 24,2007. 

(3) Cross-Connection/ BackJow Prevention T a n ?  

The District has an approved Cross-Connection/Backflow Prevention Tariff on file with the 
Commission. This tariff became effective June 16,2013. 

(4) Best Management Practices (‘BMP’J Tanf  

The District has ten (10) BW’s on hle with the Commission. The BMP tariff became 
effective January 20,2012. 

EWAZ filed a proposed change to the Meter Repair and/or Replacement Tariff (BMP 4.2). 
In the proposed change, EWAZ requested that paragraph 3 of the BMP tariff, which refers to the 
inspection of meters, be modified such that pulling a meter for inspection would no longer be 
required and therefore be stricken from the tariff, Staff concludes that the request to m o w  BMP 
4.2 is appropriate and relevant. Staff recommends approval of the modification in BMP 4.2, 
attached hereto as Attachment 1. 
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(5) Tubac Water District Post Test Year Phnt Additions - Post-Test Year Investment Pmjects (‘TPs’y Used 
and Ustjiul (7n4tN3 - June 30,ZO 14) 

*a 13 
EWAZ has not requested any District Post-Test Year Capital Investment Projects (“IPS’~) be 

included as Post-Test Year Plant Additions. 

(6) Arsenic Removal’ Fadip Vessel Media Cost Recovey 

EWAZ is requesting recovery of costs associated with deferred and on-going media 
replacement costs in ARF Vessels No. 1 and No. 2. Media was replaced in Vessel No. 1 in July 2012 

replacement costs for the two vessels amounted to $101,712. Staff concludes these costs z e  
appropriate and reasonable. 

~ ~ ~ t o f ~ a n d r e n l a c e d i n _ l T T _ e s s - 4 ~ ~ ~ Q ~ ~ ~ ~ t ~ f ~ ~ ~ , ~ O ~ - ~ ~ ~ - r n ~ ~ - ~  
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FIGURES 
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_ _ _ _ ~ _ _  

21SlTE 

FIGURE 2 - CERTIFICATED AREA 
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WeU #4 Site Well #4 (drilled in 1983) 
DWR # 55-505043 NaOCl Injection 

-+ 

(75-HF‘, 500gpm) 4’’ Pressure Regulator 
i 

EPCOR Water Arizona, Inc. - Tubac Water District 
(Pws # 04-l2-001) 

_ _ _ . . _ _ _ _ _ ~  

ToARF 

12-31-14 

- Customers in Zone 2 
Water from Well #3 - 

Palo Parado Booster Pump Station 

- 
j0,DOO gallon Storage Tank, 
Partially buried (approximately 7’ 
in ground) 

1 
5,000 gal Pressure rn 

Two 5-HP Booster Pumps 

FIGURE 3A 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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EPCOR Water Arizona, Inc. - Tubac Water District 
(PWS # 04-12-001) 

12-31-14 

Well #3 (drilled in 1965) NaOCl Injection Well #3 Site 
I---- 

5,000 gallon I C >  Pressure Tank 

140' deep, 12" casing 4" mefer 

Turbine Pump 
(40-HP, 300gpm) 

I 

To Distribution and the Palo Parado 
+ Booster Pump Station 

located in the Golf Course (Inactive Well) 
Well #2 Site 

Disconnected from the Water Syste 

Well #2(drilled in 1965) 

Turbine Pump 
(180 gpm, 25-Kp) 

Two Sand Separators 

Well #1 in downtown of Tubac 
Has been abandoned due to effluent from septic 14 Tank containments 

FIGURE 3B 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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EPCOR Water AI~ZOM, Inc. - Tubac Water Systems 
(PWS iV 04-12-001) 

12-31-14 

-_ -__- WeU No. 5 and Arsenic Removal FacJiw 
~ ~ ~ # 3 5 = 5 3 2 9 0 ~  

dnlledm 1977,302’me!ldepch, 
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Water Porn Well No. 4 
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Bypass Vault 

Cl, injection 
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FIGURE 3C 

TUBAC WATER DISTRICT - TUBAC WATER SYSTEM (PWS NO. 04-12-001) 
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____~____ 

FIGURE 4 - TUBAC WATER SYSTEM WATER CONSUMPTION 

Tubac Water District - Actual and Projected Growth 
2008 through 2019 

640 

630 

5 620 

2 610 

E 600 

.- 
+I u 

C 
0 

0 

2 590 
E 
2 580 

570 

560 ! I I I I I I i i I 1 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 

Years 

FIGURE 5 - SUN CITY WATER DISTRICT ACTUAL & PROJECTED GROWTH 





ATTACHMENT 1 

Meter Repair and/or Replacement Tariff - BMP 4.2 

PURPOSE 

A program for the Company to systematically assess all in-service water meters (including 
Company production meters) in its water service area to identify under-registering meters for 
repair or replacement (Modified Non-Per Capita Conservation Program Best Management 
Practice Category 4: Physical System Evaluation and Improvement 4.2 Meter Repair and/or 
Replacement Program). 

REOUIREMENTS 

- T h p r P n U I T ~ R t j ~ a ~ i ~ ~ ~ ~ ~ ~  e 8 - b ~ u l e s - ~ f - t k e 4 r ~ ~ a ~ ~ ~ ~ ~ n ~ ~ ~ ~ ~ 5 5 ~ ~  R---- 

and were adapted from the Arizona Department of Water Resources' Required Public Education 
Program and Best Management Practices in the Modified Non-Per Capita Conservation Program. 

1. On a systematic basis, the Company will inspect 100 percent of its 1-inch and smaller in- 
service water meters at  least once every ten years for one of the following reasons 
(whichever occu TS first) : 

a. A meter reading complaint is filed with the Company by a customer or Arizona 
Corporation Commission Staff, 

b. A meter has registered 1,000,000 gallons of usage, 
c. A meter has been in service for ten years. 

2. Meters larger than 1-inch shall be inspected for one of the following reasons: 
a. A meter reading complaint is filed with the Company by a customer or Arizona 

Corporation Commission Staff, 
b. A meter has been in service for five years. 

3. The inspection will be accomplished by having a Company Technician physically inspect 
each meter and its fittings for leaks, registers which may have become loose or are not 
properly attached to the meter and could be under-registering or other broken parts 
which need repair. I n  addition, meters shall be randomly selected for flow testing to 
identify potentially under-registering meters. 

4. The Company shall also replace or reprogram any water meters that do not register in 
gallons. Upon the effective date of this tariff, the Company shall install all replacement 
meters with new: 

a. 1-inch and smaller meters that register in 1 gallon increments, 
b. 1-1/2-inch through 4-inch meters that register in 10 gallon increments, and 
c. 6-inch and larger meters that register in 100 gallon increments. 

5. The Company shall keep records of all inspected and replacement meters and make this 
information available to the Commission upon request. 
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ENGINEERING REPORT FOR 
EPCOR Water Arizona, Inc. 
Mohave Wastewater District 

Docket No. WS-Ol303A-14-0010 (Rates) 

By Michael Thompson, P. E. 

January 5,2015 

._.___~___-__--- 

EXECUTIVE SUMMARY 

CONCLUSIONS 

1. 

2. 

3. 

4. 

The Arizona Corporation Commission (“ACC” or “Commission”) Utilities Division Staff 
(‘Vtilities Staff’ or “Staff ’) concludes that the Mohave Wastewater District (“Mohave 
Wastewater” or “District”) wastewater systems have adequate capacity to serve the present 
customer base and any reasonable growth. 

According to the Arizona Department of Environmental Quality (“ADEQ’) Compliance 
Status Reports (“CSRs”), dated August 5, 2014, ADEQ has determined that the District’s 
Wastewater Treatment Plants (‘WWTP”) are currently in compliance. 

According to the Commissions Utilities Division Compliance Section database the District 
currently has no delinquent Commission compliance items. 

EPCOR Water Arizona, Inc. (“EWAZ”) has not requested any District Post-Test Year 
Capital Investment Projects (“IPS”) be included as Post Test Year Plant Additions. 

RECOMMENDATIONS 

1. Staff recommends an annual wastewater testing expense, for the District, of $1 1,889 be used 
for the purposes of this application. 

2. Staff recommends the depreciation rates listed under “Staffs Recommended Rates” in Table 
G be adopted. 
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A. INTRODUCTION AND LOCATION OF COMPANY 

On March 7,2014, EPCOR Arizona Water Company, Inc. (“EWAZ” or “Company”) fled 
an application with the Arizona Corporation Commission (‘ACC‘’ or “Commission”) for approval of 
a rate increase in pocket No. WS-O1303A-14-0010) for its Mohave Wastewater District (“Mohave 
Wastewater’’ or “District”). Mohave Wastewater’s current rates were approved in Commission 
Decision No. 71410, dated December 8,2009. 

The District provides public utility wastewater service to two (2) separate areas, the Arizona 
Gateway and Fort Mohave service areas. The Arizona Gateway service area, covering approximately 

- ~ ~ r e s - ( Q . 2 8 s q ~ a r ~ ~ ~ ~ , ~ ~  l o c a & e L p p r & t e l ~ -  n ~ - o f l a k e - H a s s a s u ~ ~ a ~ ~ ~ - ~  ~~- - 

intersection of Highway 95 and Interstate 40. The Fort Mohave service area, covering approximately 
2,363 acres (3.69 square miles), is located approximately 10 miles south of Bullhead City. The 
District serves approximately 1,425 connections’ in its Cerdicate of Convenience and Necessity 
(“CC&N”) service areas. The location of the District’s two (2) wastewater systems and the area 
covered by its CC&N are shown in Figures 1 and 2, respectively. The original CC&N area was 
transferred from Arizona-American Water Company to EWAZ in Commission Decision No. 72668 
dated November 17,2011. 

B. DESCRIPTION OF THE WASTEWATER SYSTEMS’ 

The District owns and operates two (2) wastewater treatment plants (‘wWIT’”). The Fort 
Mohave service area is served by the Wishing Well WWTJ?, and the Arizona Gateway service area is 
served by the Arizona Gateway WWTP. Both facilities were visited on June 24, 2014, by Staff 
member Michael Thompson. Mr. Thompson was accompanied by Teresa Hunsaker (Staff Public 
Utilities Analyst III), Mr. Jeffrey Stuck (EWAZ Director of Operation, Eastern Division), Mi. Roland 
Tanner (EWAZ Manager, Rates & Regulation), and Mr. David Evans (EWAZ Operations Manager, 
Mohave Water District). Mr. Evans is responsible for the day-to-day operations of the District, and is 
also the lead certified operator of r e ~ o r d . ~  Mr. Evans currently supervises twenty one (21) employees, 
which includes customer service and field operations. 

(1) ATiZona Gatewry Wastewater System 

The Arizona Gateway WWTP is a 112,000 gallon per day (“GPD’) extended aeration plant, 
manufactured by Santec Corporation, that serves a collection system for an undeveloped subdivision 
(currently no homes/residents) and a commercial development block which includes a truck stop, 
fast food chains, gas station, and storage facility. The underground-treatment plant consists of a flow 
equalization basin, aeration reactors, a clarifier, a sludge holding tank, and a chlorine contact 

1 Per water use data submitted with the application. 
* The description of the water systems is based on one, or a combination of, the following sources: 1) Company’s Application, 2) 
Direct Testimony of Jeff Stuck, dated March 7,2014,3) Information contained in the Company’s Response to Staff Data Requests and, 
4) Information collected during Staffs site visit Check other footnotes should all be the same. 
3 Mr. Evans is certified with the Arizona Department of Environmental Quality (“ADEQ”) as a Grade 4 Water Distribution System 
Operator, a Grade.4 Treatment Plant Operator, a Grade 4 Wastewater Treatment Plant Operator, and a Grade 4 Wastewater 
Collection System Operator. ADEQ Operator Identification No. OP000655, expiration date April 30,2017. 
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chamber. Treated effluent is disposed of into a two (2) cell unlined evaporation pond located within 
the treatment plant site. Currently, the WWTP is serving only 8 connections which include the truck 
stop, fast food chains, gas stations, and storage facility. 

The in-service plant fadties (i.e., tanks, pumps, and visible pipe) appeared to be in proper 
working order, properly maintained, and in excellent condition. Staff did not observe any leaks at the 
plant facilities, or in the collection system. 

Detailed listings of the plant facilities are included in Table A. A schematic of the wastewater 
treatment plant is illustrated in Figure 3A. 

~- -________ -_ __ 

Table A. Arizona Gateway Wastewater System Plant Facilities Summary 

1 gpm s e e s  gallons per minute 

37 w 
(2) Wisbing We& Wastewater Qsfem 

The Fort Mohave area is served by the Wishing Well WW”. The WWTP is a 400,000 gpd 
extended aeration treatment plant.’ The treatment process consists of the headworks which includes 
a grit basin and fine screen, Parshall flume meter, aeration and anoxic basins with nitrification and 
denitrification capacity, clarifiers, multi-media hlters, sludge +ester and sludge press (dewatering 
unit), and a chlorine contact basin. 
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The WWlT was originally deslgned to treat an influent capacity of 250,000 gpd and produce 
Class B quality treated effluent In 2008, the plant capacity was increased to 500,000 gpd to 
accommodate increased flow received from the service area due to increased growth. The treated 
effluent from the V7W” was delivered to the Desert Lakes Golf Course for +tion of the golf 
course. 

In June of 2012, Desert Lakes Golf Course notified and cancelled its effluent agreement with 
the District. This prompted the District to identify other potential customers to purchase the WWTF 
effluent. Buena Vista Homeowners Association (“BVHA”) representing a tract of homes that 
surrounds a manmade lake known as Lakes at Los Lagos, and adjacent to the W”, agreed to 

effluent from the YVWTP had to be upgraded from Class B quahty to Class A+ quahty. In order to 
produce Class A+ quality effluent, operational modifications were made to the WW”. Additionally, 
a 6-inch force main was constructed to deliver the effluent from the WWTP to the lakes. The 
operational modifications resulted in a reduction of the WWTP capacity from 500,000 gpd to 
400,000 gpd. The operational capacity and treatment capability (A+ effluent requirements) are 
reflected in the WWTP’s b o n a  Department of Environmental Quality (“ADEQ’) Aquifer 
Protection Permit (“‘APP”) No. 1021 81. 

- - - l d i i % t h c m  f l u e n t f Q r t h e l a k e s . - ~ ~ ~ ~ r ~ ~ r ~ ~ -  fod3YETA tce-wit&diax-gzaaxlwate+- ____ -__ 

The in-service plant facilities @e., tanks, pumps, and visible pipe) appeared to be in proper 
working order, properly maintained, and in excellent condition. Staff did not observe any leaks at the 
plant facilities, or in the collection system. 

Detailed listings of the plant facilities are included in Table B. A schematic of the wastewater 
treatment plant is illustrated in Figure 3B. 

Table B. Wishing Well Wastewater System Plant Facilities Summary 
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C. WASTEWATER USE4 

(1) Abzona Gatewq Wadewater Flows 

Figure 4A represents the wastewater flow data, in graphical form, for wastewater flow to the 
Arizona Gateway WWTP dming the 12 month period for the test year, July 2012 through June 2013. 
Customer wastewater flow included a hlgh monthly flow of 1,024 gpd per connection (8 connections) 
in May 2013, and a low flow of 867 gpd per connection (8 connections) in December 2012. The 
average daily wastewater flow during the twelve-month period was approximately 951 gpd per 
connection. The District reported 2,777,000 gallons of wastewater discharged to the treatment plant 
during the test year. 

(2) WidGng Well WaJtewater F h w ~  

Figure 4B represents the wastewater flow data, in graphical form, for wastewater flow to the 
Wishing Well WWTP during the 12 month period for the test year, July 2012 through June 2013. 
Customer wastewater flow included a hlgh monthly flow of 160 gpd per connection (1,455 
connections) in February 2013, and a low flow of 133 gpd per connection (1,417 connections) in June 
2013. The average daily wastewater flow during the twelve-month period was approximately 151 gpd 
per connection. The District reported 78,344,000 gallons of wastewater discharged to the treatment 
plant during the test year. 

Wastewater flows during the test year are based on the monthly data from the wastewater treatment plant meter reads as 
submitted in the EWAZ Rate Application. 
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I D. GROWTH’ 

Table C and Figure 5 show the District’s customer growth based on service connection data 
contained in the EWAZ Enterprise Customer Information System (“eCIS”) data base. Accordingly, 
Table C and Frgure 5 indicate that the District experienced positive growth from 2008 through 2013, 
with a net gain of 181 customers (14.3 percent increase). 

With respect to future growth, EWAZ is projecting a positive trend in growth from 2014 
through 2019. The EWAZ growth projections, which are updated each year in April, are based on 
data obtained from the eCIS data base, local economists, and local developers. In general, EWAZ is 

- ._. _ _ _ _ _ _ p r o j e c ~ ~ ~ B i s t r i c d s ~ ~ ~ - t ~ ~ r e ~ ~ o ~ a ~ f - 5 - 2 ~ ~ r ~ e n ~ - Q r o j  e c t g d ~ ~ ~ f - 7 6 - ~ u s t e ~ ~ ~ -  
from 2013 through 2019. 

Table C. Mohave Water District Actual and Projected Growth 

2011 1,403 eCIS 
2012 1.447 eCIS 

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ) 
COMPLIANCE 

ADEQ inspected the Arizona Gateway wastewater system on March 13, 2009. During the 
inspection no major deficiencies were found in the operation, maintenance, or certified operator 
status of the wastewater system. 

ADEQ regulates the Axizona Gateway wastewater system under APP Inventory No. 105010, 
and APP No. 36949 issued on April 23,2007. According to ADEQ Wastewater Compliance Status 
Report (TSR”), dated August 5,2014, ADEQ has determined that the Arizona Gateway WW” is 
currently in compliance. 
~~ ~ 

’ Staff’s historical growth figures are based on the data reported by EWAZ from its Enterprise Customer Information System 
(“eCIY) data base. Projected growth figures are based on EWAZ projections from its eCIS data base, local economists, and local 
developers. 
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(2) Wisbing We// Comphance Statzs 

ADEQ inspected the Wishmg Well wastewater system on March 13, 2009. During the 
inspection no major deficiencies were found in the operation, maintenance, or certified operator 
status of the wastewater system. 

ADEQ regulates the Wishing Well wastewater system under APP Inventory No. 102181, and 
APP No. 56330 issued on September 7,2012. According to ADEQ Wastewater Compliance Status 
Report (“CSR”), dated August 5, 2014, ADEQ has determined that the Arizona Gateway WWTP is 
currently in compliance. 

(3) 

_________ .___ - -~ ____ - __ - .__ 

Wastewater Monitoring and Testing Eqenses 

District wastewater sampling for monitoring and testing is divided into two (2) categories, 
Compliance Analysis and Process Analysis. Compliance sampling is conducted, as required by 
ADEQ, on influent (untreated wastewater), finished/treated wastewater (effluent), and wastewater in 
the collection system. Process samplulg is conducted on effluent, and at various stages of a treatment 
process. Process sampling essentially provides timely data to 1) ensure that a Plant is operating as 
expected in producing effluent that meets regulatory limits; 2) adjust plant operations based on 
changes to influent and effluent quality; and, 3) adjust chemical additions (volume and type). 

a) Arixona Gatewq Wastewater System 

The District proposed a total of $2,282 for the Axizona Gateway wastewater system 
annual wastewater testing expense. Table D represents the monitoring and testing 
expenses that were reviewed, evaluated, and recalculated by Staff. The estimated 
annual wastewater testing expense for the Arizona Gateway wastewater system was 
determined to be $2,282. Staff recommends, for the District, an annual wastewater 
testing expense of $2,282, as tabulated in Table D, be used for the purposes of this 
application. 



Table D. Wastewater Monitoring & Testing Costs - Arizona Gateway Wastewater System 

Annual costs 
Quantity of Tests Cost per 

Compliance Analysis Testing Cost per Test per Three Year Three Year 

Fecal Coliform 18.00 1 36 $ 648.20 $ 216.00 1 
Total Nitrogen 59.00 11 36 I $ 2,124.00 1 $ 708.00 11 
Antimony $ 14.40 1 12 

Arsenic 14F 14.40 1 12 57.60 1 

chromium lo  9.00 1 12 1 4F 108.00 11 4F 36.00 11 
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Total Annual Wastewater Testing Costs $ 2,282.00 

TTHM means Total Trihalomethanes. 
I 

b) Wishing Wed Wastewater System 

The District proposed a total of $9,607 for the Wishing Well wastewater system 
annual wastewater testing expenses. The monitoring and testing expenses that were 
reviewed, evaluated, and recalculated by Staff are represented in Table E. The 
estimated annual wastewater testing expense for the Wishing Well wastewater system 
was determined to be $9,607. Staff recommends, for the District, an annual 
wastewater expense of $9,607, as tabulated in Table E, be used for the purposes of 
this application. 
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Table E. Wastewater Monitoring & Testing Costs -Wishing Well Wastewater System 

E-coli 27.00 1 780 I 96 21,060 1 $ 7,020.00 
Total Nitrogen 146 59.00 36 I 46 2,124 I $ 708.00 I 

Selenium 

'KTHM. means Total Tribalomethanes. 

c) Mohave Wastewater District 

The District proposed a total of $11,889 for wastewater testing expenses. The 
combined monitoring and testing expenses of the District, expressed in Table F, 
totals $11,889. Staff recommends an annual wastewater testing expense, for the 
District, of $11,889 be used for the purposes of this application. 
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Table F. Wastewater Monitoring & Testing Costs - Mohave Wastewater District 

Mohave Wastewater District Wastewater Systems Costs Per Three Year Period Annual costs 

F. ARIZONA CORPORATION COMMISSION COMPLIANCE 
_____- ~ _ _ _ _ ~ . -  

A check of the Utilities Division Compliance Section database showed that there are no 
delinquent Commission compliance items for District.6 

G. DEPRECIATION RATES 

EWAZ proposed only a few changes to the current District depreciation rates, which are 
shown in the District’s Proposed Rates column in Table G. Staff recommends the depreciation rates 
listed under “Staffs Recommended Rates” in Table G be adopted. 

Table G. Depreciation Rate Table - Mohave Wastewater District 

NARUC EWAZ District District Staff Staff 
Account Account Depreciable Plant Current Proposed Typical Recommended 
Numbers Numbers Rates (YO) Rates (Yo) Rates (“10) Rate C/O) 

304 
304500 
304620 

334 334100 
339 339600 
340 

340100 
340200 
340300 

344 344000 
346 

346100 
346190 
346200 
346300 

347 347000 
351000 

354200 

Structures & Improvements 
Structures & Improvements - General 
Structures & Improvements - Leasehold 

0.00 2.50 3.33 2.50 
0.00 2.50 3.33 2.50 

.- 

Per Compliance Section email, dated August 8, 2014. 
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354300 Structures & Improvements 
354400 
354500 StructuIes & Improvements 

Struaures & Improvements - Treatment 
0.00 
2.80 
0.00 

0.00 
2.00 
0.00 

3.33 
3.33 
3.33 

0.00 
2.00 
0.00 

355 

360 
361 

Power Generation Equipment 
355000 Power Generation Equipment 
355300 Power Generation Equipment 
355400 
355500 

Power Generation Equipment - Treatment 
Power Generation Equipment - R W  

5.00 
0.00 
0.00 
0.00 

5.00 
5.00 
5.00 
5.00 

0.00 
0.00 
2.00 
0.00 

0.00 
0.00 
2.00 
0.00 

1.43 360000 I Collection Sewers - Force Mains 2.00 2.00 1.43 
Collection Sewers - Gravity 

361000 Collection Sewers -Gravity 
-___--- _-________ 361100 WW Colleciing M& 

362000 SDecial Collection Structures 

2.00 
2.00 _ _ _ ~  

0.00 
2.00 

2.00 
2.04 

0.00 
1.43 

3.33 
2.00 

_ _ _ ~ _ _  
0.00 

- 1.43 

362' 
363 
364 
365 

2.00 
2.00 
10.00 
10.00 
3.33 

3.33 
2.00 
6.67 

363000 Sewer Services to Customers 
364000 Flow Measuring Devices 
365000 Flow Measurillg Installations 

10.00 
5.00 
5.00 

6.67 
0.00 
0.00 

0.00 
0.00 370 

371 
370000 Receiving Well 

0.00 
5.00 
0.00 

12.50 
12.50 
12.50 

0.00 
5.00 
0.00 

0.00 
5.42 
0.00 

0.00 
0.00 

374 
375 
380 

381 
382 
389 

390 

391 
392 
393 
394 
395 
396 

374000 
375000 

380000 
380050 
380100 

Reuse Distribution Reservoir 0.00 
0.00 

2.50 
2.50 

0.00 
0.00 

5.00 
5.00 

Reuse Transmission and Distribution Svstem 
Treatment & Disposal Equipment 

Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Grit Removal 
Treatment & Disposal Equipment - Sedimentation 
tanks/ACC 
Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Sludge 
Dry/Filter 
Treatment & Disposal Equipment 
Treatment & Disposal Equipment - Treatment Plant 
Treatment & Disposal Equipment - Other disposal 
Treatment & Disposal Equipment - General 
Treatment 
Treatment & Disposal Equipment 

Plant Sewers 

0.00 
0.00 

5.00 
5.00 

5.00 
5.00 

3.60 
0.00 

5.00 
0.00 

5.00 
5.00 

5.00 
0.00 380200 

380300 
5.00 
0.00 

5.00 
0.00 

5.00 
5.00 

5.00 
0.00 380400 

380500 
5.00 
5.00 

5.00 
5.00 

5.00 
5.00 

5.00 
5.00 380600 

380625 
0.00 5.00 5.00 

5.00 
5.00 
3.33 

5.00 
0.00 
0.00 
0.00 

0.00 
0.00 

0.00 
10.00 
0.00 
0.00 
0.00 
4.00 

380650 
381000 

0.00 
5.00 

0.00 
0.00 
0.00 4.00 382000 Outfall Sewer Lines 

389100 
WW Other Plant & Miscellaneous Equipment 

Other Plant & Miscellaneous EquiDment 6.67 
0.00 

0.00 
0.00 

0.00 
10.00 

6.67 
6.67 

6.67 
10.00 

389600 I Other Plant & Miscellaneous E4ui;ment - CPS 
Office Furniture & Equipment 

6.67 
0.00 
0.00 
15.00 

0.00 
0.00 
0.00 

10.00 
20.00 
4.00 
5.00 
10.00 
5.00 
10.00 

4.00 
4.47 
3.71 
5.00 
10.30 
P 

4.00 
4.00 
5.00 
10.00 

4.00 
5.00 
10.00 
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H. OTHER ISSUES 

(1) Mohave Wastewater Test Year Plamt Additions - Post Test Year Imvestment Prgects (‘TPs’J 
Used and Us$ul 

EWAZ has not requested any District Post-Test Year Capital Investment Projects 
(“IPS”) be included as Post-Test Year Plant Additions. 

____-- _ _ _ _ _ _ _ _ ~ _ _ _ _  ~ - ~. .________._~ - - ~ 
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___________ ~ 
______ __________.___ _ _ _ _ _ _ _ ~  ~ 

FIGURES 
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FIGURE 1 - MOHAVE COUNTY MAP 
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FIGURE 2 - CERTIFICATED AREA 
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EPCOR Water Arizona, Inc. - Mohave Wastewater District - AZ Gateway WWTP 
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EPCOR Water Arizona, Inc. - Mohave Wastewater District -Wishing Well WWTP 
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EPCOR Water Arizona, Inc. 
Arizona Gateway Wastewater System 
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Mohave Wastewater District - Actual and Projected Growth 
2008 through 2019 
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FIGURE 5 - MOHAVE WASTEWATER DISTRICT ACTUAL & PROJECTED GROWTH 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCI(ET NO. WS-Ol303A-14-0010 

Michael Thompson’s testimony discusses Utilities Division Staffs (“Staff ’) review of 
EPCOR Water Arizona, Inc.’s (“EWAZ” or “Company”) Cost of Service Study (“COSS”) for the 
rate case filed with the h o n a  Corporation Commission (“Comrnission”), and presents the results 
of Staffs analysis. 

Based on its review of EWAZ’s COSS, Staffs conclusions and recommendations are as 
follows: 

1. It is Staffs conclusion that EWAZ performed the COSS consistent with the 
methodology generally accepted in the industry, and developed all of the allocation 
factors appropriately. 

2. Staff further concludes that, based on the evaluation of the COSS model utilized by 
EWAZ, the results of the COSS are satisfactory. 

3.  Staff recommends that EWAZ’s COSS cost allocation factors, and cost allocations 
modified by Staff as included under G Schedules, be accepted as reasonable in the 
pending case. The revised Schedules G-1 and G-2 are attached in Exhibit 1. 
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I. INTRODUCTION 

Q. 

A. 

Please state your name, place of employment and job title. 

My name is Michael Thompson. My place of employment is the Arizona Corporation 

Commission (“Commissiony7), Utilities Division, 1200 West Washington Street, Phoenix, 

Arizona 85007. My job title is Water/Wastewater Engineer. 

Q. 

A. 

How long have you been employed by the Commission? 

I have been employed by the Commission since June 2013. 

Q. 

A. 

Please list your duties and responsibilities. 

As a Utilities Engineer, specializing in water and wastewater engineering, I inspect and 

evaluate water and wastewater systems, obtain data, prepare reports, suggest corrective action, 

provide technical recommendations on water and wastewater system deficiencies, and provide 

written and oral testimony on rate and other cases before the Commission. 

Q. 

A. 

How many cases have you analyzed for the Utilities Division? 

To date I have analyzed 14 cases covering various responsibilities for the Ualities Division. 

Q. 

A. 

What is your educational background? 

I gaduated from the SUNY College of Environmental Science and Forestry (“ESP’) at 

Syracuse, New York, and Syracuse University (“SU”) at Syracuse, New York. I have a 

Bachelor of Science Degree in Pulp and Paper Engineering from ESF and Chemical 

Engineering from SU. I am registered as a Professional Engineer (Cid) in the State of 

Arizona, and a Grade 2 Certihed Water Treatment Plant Operator, and a Grade 3 Certified 

Water Distribution System Operator. 
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Q. 
A. 

Briefly describe your pertinent work experience. 

Prior to my employment with the Commission, I was the Operations Engmeer, from 2009 to 

2012, for the Southwest and Central Districts of Golden State Water Company (“GSWC”), 

located in Gardena and Santa Fe Springs, California, respectively. As the Operations 

Engineer, I provided technical assistance and support to the districts’ operations departments 

with primary focus on resolving operational problems and optimizing the efficiency of the 

water system operations. Prior to my employment with GSWC, I was employed with 

Chaparral City Water Company (“Chaparral”), from 2002 to 2009 as District Operations 

Engmeer. W e  at Chaparral, I performed all capital, new business, and water quality 

activities within the district. I served as field engineer/construction manager for all capital 

and new business projects under construction. I also managed all water quality activities 

including monitoring, sampling, and reporting as required by 40 CFR (National Primary 

Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4. 

From 2000 to 2002, I was employed with the Fountain Hills Sanitary District as Engineering 

Assistant. I performed plan review of all commercial and residential projects in the Town of 

Fountain Hills, and managed the district’s construction projects. 

From 1996 to 2000, I was employed as an Environmental Engineering Specialist with the 

Arizona Department of Environmental Quality (“ADEQ”). During that time period, I 

performed operations and maintenance site inspections of public water systems in Gila, 

LaPaz, Mohave, and southwestern Yavapai Counties. 

Prior to working for ADEQ, I began my career in the pulp and paper industry as a process 

engineer in 1979. During my 16 year career in the pulp and paper industry, I worked for 3 
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different paper companies (Temple-Eastex, Bowater, Inc., and Champion International), 

where I advanced from a process engineer to Technical Manager. 

Q. 
A. 

Q. 
A. 

11. 

Q. 
A. 

Did Staff perform an analysis of the application that is the subject of this proceeding? 

Yes, Staff reviewed the Company’s Cost of Service Study (“COSS”). 

What is the purpose of this Direct Testimony? 

The purpose is to discuss Staffs review of EWAZ’s COSS for the rate case, and present the 

results of this review for the Mohave Water District, Paradise Valley Water District, Sun City 

Water District, Tubac Water Disttict, and the Mohave Wastewater District. 

COST OF SERVICE STUDY - REVIEW PROCESS 

What does the COSS signify? 

There are three steps in performing the COSS. 1) Functionalization; 2) 

Classification; and 3) Allocation. First, the COSS enables us to determine the system cost of 

service by classifymg the utility’s costs (investments and expenses) by function, such as 

commodity-related, demand-related, customer-related, and Direct Fire-related functions. 

Customer-related functions are M e r  broken down into customers and customer services. 

Second, the study breaks down these costs by customer classes to reflect as closely as possible 

the cost causation by respective customer classes. Third, the results of the COSS provide a 

benchmark for the revenues needed from each customer category by allocating the revenue 

requirement for each customer class. 

They are: 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Is there a standard COSS Model? 

There is no standard methodology for designing a COSS, but it is generally advisable to 

follow a range of alternatives to identify which allocations are more reasonable than others. 

For that reason, the COSS should be used as a general guide only and as one of many 

considerations in designing rates. 

Did Staff conduct a separate independent COSS? 

No, Staff did not conduct a separate independent COSS. 

What was the process Staff used in reviewing the Company’s COSS? 

Staff reviewed the Company’s overall COSS methodology, which is the Commodity-Demand 

methodology as outlined in the American Water Works Association Manual M1, “Principles 

of Water Rates, Fees, and Charges”. The Commodity-Demand Method breaks down the 

costs of providing water service into four primary cost components: commodity costs (costs 

that tend to vary with the amount of water used by the customers), demand costs (costs 

associated with peak use/demand), customers costs (costs not associated with water use, such 

as billing), and direct fire protection costs. Staff then reviewed the Cost of Service Schedules 

(“G Schedules”) reflecting various allocation factors (for Commodity, Demand, Customer, 

and Direct Private Fire) in the COSS. Next, Staff reviewed the test year (“FYE June 30, 

2013”) and incorporated its rate base, revenues, and expense adjustments in its f-iling of 

January 23, 2015. Staff adjustments to rate base, revenues, and expenses are incorporated in 

the appropriate G Schedules in this hling. The modified G Schedules G-1 and G-2 are 

attached under Exhibit 1 for each District. The G-1 Schedules represent present rates using 

Staffs adjusted test year amounts, and the G-2 Schedules include the impacts of Staffs 

recommended revenue increase. 
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111. 

Q. 

A. 

Q. 
A. 

CONCLUSIONS AND RECOMMENDATIONS 

Based upon your testimony, what are Staffs conclusions and recommendations 

regarding the Cost of Service Study? 

Based on the review of EWAZ’s COSS, Staffs conclusions and recommendations are as 

follows: 

1. It is Staffs conclusion that EWAZ performed the COSS consistent with the 

methodology generally accepted in the industry, and developed the allocation factors 

appropriately, in accordance with the Staff recommended and Commission approved 

allocation factors in the Arizona Water Company’s rate case (Docket No. WS- 

01 303A-14-0010). 

2. Staff further concludes that, based on the evaluation of the COSS model utilized by 

EWAZ, the results of the COSS are satisfactory. 

3. Staff recommends that EWAZ’s COSS allocations and factors as modtfied by Staff, 

be accepted as reasonable in the pending case. The G-schedules G-1 and G-2 are 

listed under the attached exhibit 1. 

Staffs conclusions are limited to the specific facts of this case and do not create any 

precedent regarding Cost of Service Studies generally. Staff may make different 

recommendations in other cases. 

Does this conclude your Direct Tescaony? 

Yes, it does. 
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INTRODUCTION 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Please state your name and business address. 

My name is Michael Thompson. 

Phoenix, Anzona 85007. 

My business address is 1200 West Washington Street, 

By whom and in what position are you employed? 

I am employed by the Arizona Corporation Commission (“Commission” or “ACC”) as a 

Utilities Engineer - Water/Wastewater in the Utilities Division. 

Did you submit Direct Testimony on behalf of the ACC Utilities Division Staff 

(“Staff’) in t h i s  case? 

Yes. 

PURPOSE OF TESTIMONY 

Q. 

A. 

What is the purpose of your Surrebuttal Testimony? 

To respond to the Rebuttal Testimony filed by Jeffrey W. Stuck on behalf of EPCOR Water 

Arizona, Inc. (“EWAZ”). My testimony addresses Mr. Stuck‘s comments regarding the 

Paradise Valley Water District Tank Maintenance Expense. 

PARADISE VALLEY WATER DISTRICT TANK MAINTENANCE EXPENSE 

Q. 

A. 

Did Staff exclude the exterior coating of the Stone Canyon tank? 

Yes. However, the exterior of the Stone Canyon tank was coated on May 12,2012 at a cost 

of $8,784. Since the tank had recently been coated, it was excluded from Staffs origmal tank 

maintenance estimate and remains as such. 
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Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Has Staff revised its original estimated tank maintenance expense? 

Yes. Staff revised the exterior ladder replacement estimates of four (4) o the Paradise Valley 

Water District storage tanks. Storage tank photos taken during the site inspection were 

reviewed. Based on the review, it was determined that the ladders on four (4) of the nine (9) 

storage tanks should be replaced. The four (4) tanks included with the expense revisions are 

the Club Estates, Country Club No. 1, Country Club No.2, and the Racquet Club tanks. 

Has Staff made other revisions to its estimated tank maintenance expense? 

No. However, Mr. Stuck included the exterior coating expense of $15,000 of the Clearwater 

Hill No. 2 tank in his expense spreadsheet, Exhibit JWS-1, submitted with his Rebuttal 

Testimony. The exterior of the Clearwater Hill No. 2 tank was coated on May 8, 2013 at a 

cost of $10,988.75. Due to the recent exterior coating of the tank, the expense was excluded 

from Staffs onglnal tank maintenance estimate and remains as such. 

What is the effect of the adjustments on Staff's original tank maintenance expense? 

Staffs original estimate totaled $1,707,208 for a fourteen (14) year period, or $121,943 

annually. The total revised cost for the fourteen (14) year period is $1,731,208 or $123,658 

annually. Staffs revised tank maintenance expense spreadsheet, attached to this testimony, is 

shown on Exhibit MST-1. 

Does this conclude your Surrebuttal Testimony? 

Yes, it does. 



Paradise Valley Water District 
Storage Tank Maintenance Costs (Staff Revised Estimate) 

NO Item 

Clean &Paint Exterior: 

Clean & Paint Interior: 
"_ I 

3 I 3 - 9 - t  E p q  Swan $92,800 

4 Cathodic Protectron $10,0_00 
" "  

Miscellaneous Chipping & 
Grinding $0 

6 Seamsealing $0 

7 Pit Repair $17,100 

Exterior Flexible Piping 
Connections (2) $12,000 

Overflow Pipe & Install 
Checkvalve $12,000 

Exterior Ladder Well I -- '" w Removal 

Exterior Ladder 
Replacement 

Exterior Ladder Safe- 
Climbing Device 

$0 

52,000 

- 

$1,000 
Vandal Deterent - Safety 
Cage Door 

14 

15 

Additional Roof Safety 
Railing Installation 

Exishng Roof Safety Railing 
Modifications 

$4,000 

$2.000 

_ -  

16 Addihonal Shell Manhole $15,000 

17 Additional Roof Manhole 

Clog-Resistant Vent 
$7,500 l 8  Installation 

18 Contingency Items $23,960 

$263,560 

$0 I _ _  
- - - - -  x x  

Total Cost (Each Storage 
Tank) 

$0 

0,100 

IO $0 

$2,000 $2,000 

$1,000 $1,000 

$4,000 S4,ooo 

$0 $0 Eo 
I 

$0 $6,000 $6,000 
- 
$2,000 $2,000 52,000 

$1,000 $1,000 $1,000 

$4,000 $4,000 84,000 

$0 

$6,000 

~ i 2 , 0 0 0  

$1,000 

$4,000 

$2,000 

$15,000 

60 

$7,500 

$29,500 

$331,300 

. I x  - 

$5,800 $5,400 I IFo 

$6,120 $5,400 

$6,120 $5,400 

$0 $0 

wc;,ooo $0 

52,000 $2,000 

$1,000 $1,000 

$4,000 $4,000 

I 

- -  ~ 

- 
$147,80( 

$246,00C 

$0 

$0 

$96,300 

$90,240 

l^l 

$90,240 

$0 
I 

0 

$18,000 

$9,000 

$36,000 
. -- 
$18,000 
_ -  I x  

$135,000 

$0 

$67,500 

$155,128 

$1,73l,ZOr 

_" - 
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1 Introduction 

Following electricity deregulation with the NationaI Energy Policy Act of 1992, the 
estimation of the cost of common equity capital remains a critical component of 
the utility rate-of-return regulatory process. Since the cost of common equity is not 
observable in capital markets, it must be inferred from asset pricing models. The 
models that are commonly applied in regulatory proceedings are the Gordon (1974) 
Discounted Cash Flow (DCF), the Capital Asset Pricing (CAPM) and Risk Premium 
Models. There are other tools used to estimate the cost of common equity such as 
comparable earnings or earnings-to-price ratios, but they are not asset pricing mod- 
els. The empirical literature on the CAPM is vast [ Fama and French (2004)} and the 
CAPM is used by a number of US regulatory jurisdictions. The DCF model has not 
been empirically tested to the same extent as the CAPM, yet it is considered by many 
US regulatory jurisdictions. 

The purpose of this paper is to present, test empirically and apply a recently devel- 
oped general consumption-based asset pricing model that estimates the risk-return 
relationship directly from asset pricing data and, when estimated with recently devel- 
oped time series methods, produces a prediction of the equity risk premium that is 
driven by its predicted volatility. The predicted risk premium is then added to a risk- 
free rate of return to provide an estimate of the cost of common equity. We pre- 
dict two forms of the equity risk premium with the model, the risk premium net o f  
the risk-free rate and the equity-to-debt risk premium (equity risk premium net of the 
relevant bond yield for the company’s stock). Either can be applied to predict the com- 
mon equity cost of capital for a public utility. Although the model is tested and applied 
to public utilities for rate of return regulation, it can be used to estimate the cost of 
capital for any stock. Section 2 reviews the asset pricing models typically used in pub- 
lic utility rate cases and the generalized consumption asset pricing model we propose 
to estimate the cost of common equity. Section 3 discusses the data and the empirical 
testing of the consumption asset pricing model. Section 4 reviews the application of the 
model and compares it with the DCF and CAPM results. Section 5 is the conclusion. 

2 DCF, CAPM and consumption asset pricing model 

2.1 DCF and CAPM approaches 

The standard DCF model frequently used in estimative the cost rate of common equity 
in regulatory proceedings is defined by the following equation: 

where k is the expected return on common equity; Do is the current dividend per share; 
g is the expected dividend per share growth rate; and PO is the current market price. 

The DCF was developed by Gordon (1974) specifically for regulatory purposes. 
Underlying the DCF model is the theory that the present value of an expected future 
stream of net cash Rows during the investment holding period can be determined 
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by discounting those cash flows at the cost of capital, or the investors’ capitaliza- 
tion rate. DCF theory indicates that an investor buys a stock for an expected total 
return rate which IS derived from cash flows received in the form of dividends plus 
appreciation in market price (the expected growth rate) over the investment holding 
period. Mathematically, the expected dividend yield (&(I + g ) / P o )  on market price 
plus an expected growth rate equals the capitalization rate, i.e., the expected return on 
common equity. 

The standard DCF contains several restrictive assumptions, the most contentious 
of which during utility cost of capital proceedings is typically that dividends per share 
(DPS), book value per share (BVPS), earnings per share (EPS) as well as market price 
grow at the same rate in perpetuity. There is also considerable contention over the 
proper proxy for g, prospective or historical growth in DPS, BVPS, EPS and market 
price and over what time period. In addition, although the standard DCF described 
above is a single stage annual growth model, there is considerable discussion over the 
use of multiple stage growth models during regulatory proceedings. Some analysts use 
the discrete version and others use the continuous version of the DCF model. Solving 
these models for k ,  the cost of common equity, results in differing equations to solve 
for k .  The equation above is from the discrete version. The continuous version uses the 
current dividend yield and is not adjusted by g, which results in a lower estimate fork. 
Because of these and other restrictive assumptions that require numerous subjective 
judgments in application, it is often difficult for regulatory commissions to reconcile 
the frequently large disparities in rates of return on common equity recommended by 
various parties in a public utility rate case. 

The CAPM model is defined by the following equation: 

where k is the expected return on common equity; R f  is the expected risk-free rate of 
return; j3 is the expected beta; and R, is the expected market return. 

CAPM theory defines risk as the co-variability of a security’s returns with the 
market’s returns or j3, also known as systematic or market risk, with the market beta 
being defined as 1.0. Because CAPM theory assumes that all investors hold perfectly 
diversified portfolios, they are presumed to be exposed only to systematic risk and the 
market (according to the model) will not reward them a risk premium for unsystematic 
or non-market risk. In other words, the CAPM presumes that investors require com- 
pensation only for systematic or market risks which are due to macroeconomic and 
other events that affect the returns on all assets. Mathematically, the CAPM is applied 
by adding a forward-looking risk-free rate of return to an expected market equity risk 
premium adjusted proportionately by the expected beta to reflect the systematic risk. 

As with the DCF, there is considerable contention during regulatory cost of capital 
proceedings as to the proper proxies for all components of the CAPM: the R f ,  the 
R,, as well as B. In addition, the CAPM assumption that the market will only reward 
investors for systematic or market risk is extremely restrictive when estimating the 
expected return on common equity for a single asset such as a single jurisdictional 
regulated operating utility. Additionally, this assumption requires that the investor 
have a perfectly diversified portfolio, that is, one with no unsystematic risk. Since 
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this assumption is not applicable, estimating the cost of common equity capital for a 2 

single utility’s common equity undoubtedly will not reflect the risk actually faced by 
the imperfectly diversified investor. 

As will be discussed in the next section, our application of the risk premium 
approach, the consumption asset pricing model and GARCH’ rest on minimal 
assumptions and restrictions and therefore requires considerably less judgment in its 
application. 

2.2 Risk premium approach, consumption asset pricing models, and GARCH 

A widely used model to estimate the cost of common equity capital for public ut 
is the risk premium approach. This approach often estimates the expected rate of return 
as the long-term historic mean of the realized risk premium above an historic yield 
plus the current yield of the relevant bond applicable to a specific utility or peer group 
of utilities. Litigants in public utility rate proceedings debate the choice of inputs to 
estimate the risk premium as well as how far back to reach into history to collect data 
for calculating an average that is representative of a forward-looking premium. 

It is surprising that, as popular as the risk premium method is in public utility rate 
cases, the intuitively appealing general consumption-based asset pricing model, with 
its minimal assumptions and strong theoretical foundation, has not been applied to 
estimate the cost of common equity capital for public utilities. The model provides 
projections of the conditional expected risk premium on an asset based on its relation 
to its predicted conditional volatility. This model generalizes the well known special 
case asset pricing models such as the Meiton (1 973) intertemporal capital asset pricing 
model, Campbell (1993) intertemporal asset pricing model, and the habit-persistence 
model of Campbell and Cochrane (1999), which are special cases of the general model. 
The relation of the model to their specialized cases can be found in Cochrane (2006) 
and Cochrane (2007). The approach of consumption asset pricing models is to make 
investment decisions that maximize investors’ utility from the consumption that they 
ultimately desire, not returns. 

Even if the model is not used to project directly the expected risk premium, it can, 
at a minimum, be used to verify that the risk premia data chosen for estimating the cost 
of capital is empirically validated by fitting the model well. The model can be used 
to predict the equity risk premia net of the risk-free rate (equity risk premium) or to 
predict the equity-to-debt risk premium for a firm. We perform both of these empirical 
tests in this paper. The general consumption-based asset pricing model developed in 
Michelfelder and Pilotte (201 1 )  and based on Cochrane (2004) provides the relation- 
ship of the ex ante risk premium to an asset’s own volatility in return: 

GARCH refers to the generalized autoregressive conditional heteroskedasticity regression model which 
is discussed below. 
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where volt is the conditional volatility, corrl is the conditional correlation, and M,+l 
is the stochastic discount factor (SDF). 

The SDF is the intertemporal marginal rate of substitution in consumption, or, 
M1+l = ,3%, where the U,’s at-e the marginal ut es of consumption in thc next 
period, t + 1, and the current period, t ,  and ,3 is the discount factor for period t to t + 1. 
Equation 1 shows that the algebraic sign of the relation between the expected risk 
premium and the conditional volatility of an asset’s risk premium is determined by the 
correlation between the asset’s return and the SDF. That is, the dire 
between the asset return and the ratio of intertemporal marginal u 
tion inversely determines the relation between the expected risk premium and condi- 
tional volatility. When the correlation is equal to negative one, the asset’s conditional 
expected risk premium is perfectly positively correlated with its conditional volatility. 
A positive relation between the conditionally expected risk premium and volatility 
obtains when -1 < corr, < 0. A negative rclation obtains when 0 < corr, < 1. 
For an asset that represents a perfect hedge against shocks to the marginal utility of 
consumption, with corrt = 1, there will be a perfect negative correlation between the 
conditionally expected risk premium and its ~ola t i l i ty .~  Therefore, estimates of the 
relation between the first two conditional moments of a public utility stock’s returns 
provide a direct test of the effectiveness of a public utility stock, or any asset, as a 
consumption hedging asset. In Eq. 1, uoZr[Mt+l]/Et[Mt+l] is the slope of the mean- 
variance frontier. If this slope changes over time, the estimated relation between the 
stock’s risk and return will vary over time. This model can also be viewed simplisti- 
cally as the projected expected risk premium as a function of its own projected risk, 
given information available at time t .  

Note that the model allows for the expected risk premium to be negative if the asset 
hedges shocks to the marginal utility of consumption. Investors are willing to accept 
an expected rate of return lower than the risk-free rate of return if the pattern of vola- 
tility is such that returns are expected to rise with expected reductions in consumption. 
Simply, investors are willing t o p q  a premium for a higher level of returns volatility 
that has the desired pattern of returns. These desired returns patterns have a tendency 
to offset drops in consumption. Therefore, this model shows that investors may not be 
averse to volatility, but rather to the timing of expected changes in returns. 

Summarizing, several conclusions can be drawn from the general model of asset 
pricing. First, the sign of the relation between a stock’s risk premium and conditional 
volatility depends on the extent to which the stock serves as an intertemporal hedge 
against shocks to the marginal utility of consumption. Second, the relation between 
stock risk and return may be time-varying depending on changes in the slope of the 
mean-variance frontier. Third, hedging assets have desired patterns of volatility that 
result in expected rates of return that are less than the risk-free rate. We do not expect 

* A hedging asset is one that has a positive increase in returns that is coincident with a positive shock in the 
ratio of intertemporal marginal utilities of consumption. Note that if we assume a concave utility function 
in consumption, as consumption declines, the marsinal utility of consumption rises relative to last period 
marginal utility. If we think of a decline in consumption as a contraction in the business cycle. the hedging 
asset delivers positive changes in returns when the business cycle is moving into a contraction, and therefore 
the asset is a business cycle hedge. 
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that public utility stocks serve as a hedging asset as they are not viewed as defensive 
stocks (they do not rise in value during downturns in the stock market) due to asym- 
metric regulation and returns as discussed in detail in Kol be and Tye (1 990). Under 
asymmetric regulation, utility regulators have a tendency to allow the return on equity 
to fall below the allowed return during downturns in the business cycle and to reduce 
the return should it rise above the allowed return during expansions. Therefore we 
expect that the parameter estimates of the return-risk relationship to be positive as 
utility stocks are hypothesized to not be hedges. 

We use the GARCH model to estimate the general asset pricing model since the 
GARCH model accommodates ARCH effects that improve the efficiency of the param- 
eter estimates. It also provides a volatility forecasting model for the conditional vol- 
atility of the asset’s risk premium. The conditional volatility projection is used, in 
turn to predict the expected risk premium. We also use the GARCH-in-Mean model 
(GARCH-M) since it specifies that the conditional expected risk premium is a linear 
function of its conditional volatility. There is a vast body of literature that estimates 
asset pricing models with the GARCH and GARCH-M methods and therefore we will 
not attempt to summarize them here. 

The GARCH-M model was initially developed and tested by Engle et al. (1987) 
to estimate the relationship between US Treasury and corporate bond risk premia and 
their expected volatilities. The GARCH-M model is specified as: 

where Rf+l is the expected total return on the public utility stock index or individual 
utility stock; Rf,f+l is the risk-free rate of return or the yield on an index of pub- 
lic utility bonds of a specified bond rating for the equity-to-debt premium; g;+, is 
the conditional or predicted variance of the risk preinium that is conditioned on past 
information ($f-l); and ct is the error term that is conditional on 

The conditional distribution of the error term is specified as the non-unitary vari- 
ance T-distribution due to the thick-tailed distribution of the risk premia data. If the 
error distribution is thick-tailed, using an approximating distribution that accommo- 
dates thick tails improves the efficiency of the estimates. The parameter, a ,  is the 
return-to-risk coefficient as specified in Eq. 1 as: 

Note that the coefficient will be positivc if the conditional correlation between the 
SDF and the asset return is negative, indicating that the stock is not a hedging asset. 
Recall that the SDF is the ratio of intertemporal marginal utilities. Assuming a concave 
utility function, an upward shock in the ratio implies falling consumption, therefore 
an associated rise (positive correlation) in the return ( R i )  would offset the reduction 
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i n  consumption, thereby causing the sign of CY to be negative. The parameter, CY,  is also 
the ratio of risk premium to variance, or, the Sharpe ratio. 

The intercept in Eq. 2 is restricted to zero as specified by the general asset pricing 
model specification. The restriction on the intercept equal to zero has been found to be 
robust in producing consistently positive and significant relationships between equity 
risk premia and risk in GARCH-M models. This is discussed in Lanne and Saikkonen 
(2006) and Lanne and Luoto (2007). We have found the same results in our model- 
ing in this paper, although we have excluded these results for brevity (available upon 
request). Therefore we specify the prior assumption that the intercept or the “excess” 
return, i.e., the return not associated with risk to be equal to zero and drop the intercept 
from the model. 

The consumption asset pricing model is estimated in the empirical section of the 
paper and applied in the applications section of the paper. The model is tested to ( 1 )  
determine if equity-to-debt risk premium indices for utilities of differing risk specified 
by differing bond ratings are validated by the asset pricing model and therefore have 
some empirical support for risk premium prediction and application to utility cost of 
capital estimation, (2) determine whether equity risk premia can be predicted and fit 
the model and therefore be uscd to estimate the cost of common equity, ( 3 )  empirically 
test the consumption asset pricing model, and (4) ascertain whether utility stocks are 
assets that hedge shocks to the marginal utility of consumption. 

If utility stocks are hedging assets then the cost of common equity should reflect a 
downward adjustment to a specified risk-free rate to reflect investors’ preferences for 
a hedge and the compensation that they are willing to pay for it. 

3 Data and empirical results 

We use portfolios as represented by public utility stock and bond indices to estimate 
the conditional return-risk relationship for the equity-to-debt premium. The equity- 
to-debt risk premium data employed for estimating Eq. 1 with the GARCH-M con- 
ditional return-risk regressions are monthly total returns on the Standard and Poor’s 
Public Utilities Stock Index (utility portfolio), and the monthly Moody’s Public Utility 
Aa, A, and Baa yields for the debt cost. We also obtained equity risk premia for the 
utility portfolio using the Fama-French specified risk-free rate of return, which is the 
holding period return on a 1-month US Treasury Bill. The data range from January 
1928 to December 2007 with 960 observations. The return-risk relationships for the 
equity-to-debt premia are risk-differentiated by their own bond rating. 

As a check, we also estimate Eq. 1 with the GARCH-M for large common stock 
returns using the monthly Ibbotson Large Company Common Stocks Portfolio total 
returns and the Ibbotson US Long-Term Government income returns as the risk-free 
rate. Additionally, as another check, we do the same for the University of Chicago’s 
Center for Research in Security Prices value-weighted stock index (CRSP) using the 
Fama-French risk-free rate. This is the Fama-French specification of the market eq- 
uity risk premium. The data range from January 1926 to December 2007 with 984 
observations for the Large Company Common Stock estimation and the data ranges 
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Table 1 Descnptive statistic\ public utility and large company common stock\ equity-to-deht and equily 
risk premia 

Utility bond rating Mean Std Dev Shewness Kurtosis JR 

Aa 00037 00568 00744 10 07 2,001 2'** 

A 00035 00568 00632 10 06 1,991 8*** 
Baa 00031 00568 00375 1002 1,973 6**" 

Ibbotson 
Large common stocks 0 0054 0.0554 0.4300 12 84 3,954 7*** 
CRSP value-weighted stock index 0 0062 0.0544 0 2309 10 92 2,519.1*** 

The public utility equity-to-debt risk premia monthly time series is from January 1928 to December 2007 
with 960 observations. The equity risk premium monthly time series for the Large Common Stocks and the 
CRSP index are January 1926 to December 2007 with 984 observations, and January 1926 to December 
2007 with 984 observations, respectively. The public utility stocks equity-to-debt risk premia are calculated 
as the total return on the S&P Public Utilities lndex of stocks minus the Moody's Public Utility Aa, A, and 
Baa Indices yields to maturity. The Large Company Common Stock equity risk premia are the monthly 
total returns on the IbboLson Large Coinpany Common Stocks Portfolio minus the Ibbotson Long-Term 
US Government Bonds Portfolio income yield. The CRSP equity risk premia, or the Fama-French market 
risk premia are the CRSP total returns on the value-weighted equity index minus the 1-month holding 
period return on a I month Treasury Bill. The Jarque-Bera (JB) statistic is a goodness-of-fit measure of the 
departure of the distribution of a data series from normality, based on the levels of skewness and excess 
kurtosis. The JB statistic is x 2  distributed with Z0 of freedom. *** Significant at 0.01 level, one-tailed test 

from January 1928 to January 2007 with 960 observations (same as the utilities) for 
the CRSP estimation. 

Table 1 displays the descriptive statistics for these data. We have estimated the 
mean, standard deviation, skewness and kurtosis parameters, as well as the Jarque- 
Bera (JB) statistic to test the distribution of the data. The means of the utility equity- 
to-debt risk premia fall as the risk (bond rating) declines. This is consistent with the 
notion that larger yields are subtracted from stock returns the lower the bond rating. 
Intertemporally, there is an inverse relationship between risk premia and interest rates 
(See Brigham et al. (1985) and Harris et al. (2003)). The mean for risk premia will 
have a tendency to be larger during low interest rate periods. 

Not surprisingly, large company common stocks have the highest mean risk premia 
as the majority of these firms are not rate-of-return regulated firms with a ceiling on 
their ROE'S close to their cost of capital. Interestingly, the standard deviations of the 
utility stock returns are similar and slightly higher than large company common stocks. 
Skewness coefficients are small and positive except for Ibbotson large company com- 
mon stock returns and CRSP returns that have large positive skewness. This suggests 
that large unregulated stocks have a tendency to have more and larger positive shocks 
in returns than do ut es that are rate of return regulated. The kurtosis values show 
that all of the risk premia are thick-tail distributed. This is also found in the significant 
JB statistics that test the null hypothesis that the data are normally distributed. The null 
hypothesis is rejected for all assets. The high kurtosis, low skewness, and significant 
JB statistics show that the risk premia data are substantially thick-tailed, except for 
non-utility stocks that are both skewed and thick-tailed. Therefore, robust estimation 
methods are required to produce efficient regression estimates with non-normal data. 
Additionally, although not shown but available upon request, the scrial corrclation and 
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ARCH Lagrange Multiplier tests show that residuals from OLS regressions of risk pre- 
es follow an ARCH process. Therefore, the GARCH-M method will 

improve the efficiency of the estimates. We specify the regression error distribution 
as a non-unitary variance T-distribution so that thick-tails could be accommodated in 
the estimation and therefore produce increasingly efficient parameter estimates. 

We used maximum likelihood estimation with the likelihood function specified 
with the non-unitary-variance T-distribution as the approximating distribution of the 
residuals to accommodate the thick-tailed nature of the error distribution. The equa- 
tions are estimated as a system using the Marquardt iterative optimization algorithm. 
The chosen software for estimating the model was EViews’ version 6.0 (2007). 

Table 2 shows the GARCH-M estimations for the consumption asset pricing Eq. I .  
We have estimated Eq. 1 for the utility equity risk premia using the Fama-French 
risk-free rate in addition to the equity-to-debt risk premia risk-differentiated by bond 
ratings and the two measures of the market equity risk premium. The chosen mea- 
sure of volatility is the variance of risk premium (in contrast to other such measures 
such as the standard deviation or the log of variance. Although these results are not 
shown for brevity, they are robust to these other measures of volatility). The slope, 
which is the predicted return-to-predicted risk coefficient and Sharpe ratio, is positive 
and significant at the 99% level for all assets except the utility stock returns with 
Baa bonds, which is significant at the 95% level. Given that all slopes are positive, 
public utility stocks are not found to hedge shocks to the marginal utility of con- 
sumption. Note that the reward-to-risk slope rises as bond rating rises. This sug- 
gests that lower risk utility stocks provide a higher incremental risk-premium for an 
increase in conditional volatility. This is consistent with other studies that find that 
lower risk assets, such as shorter maturity bonds, have higher Sharpe Ratios than long- 
term bonds and stocks. See Pilotte and Sterbenz (2006) and Michelfelder and Pilotte 
(201 1). 

The variance equation shows that all GARCH coefficients ( B ’ s )  are significant a1 
the 1% level and the sums of and 8 2  are close to, but less than 1.0, indicating 
that the residuals of the risk premium equation follow a GARCH process and that 
the persistence of a volatility shock on returns and stock prices for utility stocks is 
temporary. The estimates of the non-unitary variance T-distribution degrees of free- 
dom parameter are low and statistically significant, indicating that the residuals are 
well approximated by the T. Similar values for the log-likelihood functions (Log-L) 
show that each of the regressions has a similar goodness-of-fit. Chi-squared distributed 
likelihood ratio tests (not shown but available upon request) that compare the good- 
ness of fit among the T and normal specifications of the likelihood function of the 
GARCH-M regressions show that the T has a significantly better fit than the normal 
distribution. 

The GARCH-M results for the large company common stocks portfolio are sim- 
ilar to those of the utility stocks. Not surprisingly, large company common stocks 
do not hedge shocks to the marginal utility of consumption and volatility shocks 
temporarily affect their valuations. The exception is that the return-risk slope is sub- 
stantially higher than utility stock slopes. This is partially due to the risk-free nature 
of the risk-free rates used with the non-utility equity risk premia compared to the 
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Table 2 Estimation of return-risk relalion: puhlic utility and large company commnn stocks 

Utility bond rating (1 P O  P I  P2 Log-L T dist. D F 

Aa 1.5183*** O.OOOO** 0.8791*** 0.1031*** 1,604.4 9.9254*** 
(0.5308) (0.0000) (0.0230) (0.0219) (3.0272) 

A 1.4536*** O.Mx)O** 0.8790*** 0.1033*** 1,605.0 9.9381*** 
(0.5308) (0.0000) (0.0230) (0.0220) (3.0408) 

Baa 1.3318** O.OOW** 0.8789*** 0.1040*** 1,605.2 10.0*** 
(0.5303) (0.0000) (0.0229) (0.0220) (3.0540) 

Fama-French R f  2.1428*** O.OOOO** 0.8811*** 0.0979*** 1,601.0 9.8773*** 
(0.5318) (0.0000) (0.0232) (0.0212) (2.9700) 

Ihhotson 

. .  

Large company 2.7753*** 0.0001*** 0.8381*** 0.1186*** 1,620.8 8.8457*** 
common (0.5513) (0.0000) (0.0269) (0.0332) (2.1613) 

stocks 
CRSP 3.3873*** 0.0001*** 0.8330*** 0.1149*** 1,598.9 8.8571*** 

value-weighted (0.5673) (0.0000) (0.0270) (0.0358) (1.9505) 
stock index 

The results below are the GARCH-in-Mean regressions for the risk premium ( & + I  - Rf , t+ l )  on 
the conditional variance of the risk premium (o:+~) in the mean equation. The intercept in the 
mean equation is restricted to he equal to zero. The public utility equity-to-debt risk premia monthly 
time series is from January 1928 to December 2007 with 960 observations. The equity risk pre- 
mium monthly time series for the Large Company Common Stocks and the CRSP index are Jan- 
uary 1926 to December 2007 with 984 observations, and January 1926 to December 2007 with 
984 observations, respectively. The public utility stocks equity-to-debt risk premia are calculated as 
the total return on the S&P Public Utilities Index of stocks minus the Moody's Public Utility Aa, 
A, and Baa Indices yields to maturity. The Large Company Common Stock equity risk premia 
are the monthly total returns on the Ihhotson Large Company Common Stocks Portfolio minus the 
Ibhotson Long-Term US Government Bonds Portfolio income yield. The CRSP equity risk premia, or 
the Fama-French market risk premia are the CRSP total returns on the value-weighted equity index minus 
the I-month holding period return on a 1 month Treasury Bill. The estimated model is: 

Rf+l - Rf,r+l = + E ~ + I  where CY = - EI[M,+1] "O'''Mf+ll corrt [ M f  + I I RiJ+ i 1 

The conditional distribution of the error term is the non-unitary variance T-distribution to accommodate the 
kurtosis of the risk premia and error term. Standard errors are in parentheses. ***, **, * denote significance 
at the 0.01, 0.05, and 0.10 levels, respectively Tor two-tail tests 

..:+I = Po + P, .,2 + P d  + 17t+l 

utility bond yields that reflect risk. The utility stocks slope value of 2.1428 using 
the Fama-French risk-free rate is closer to the higher CRSP value of 3.3873 that 
is also based on the Fama-French risk-free rate. This is inconsistent with previous 
results herein and in other papers that find that Sharpe Ratios are lower for higher risk 
assets unless this finding can be interpreted as utility stocks having more risk than 
non-regulated stocks. The standard deviations on Table 1 suggest that utility stock 
return volatilities are as high as the stock returns of non-regulated firms. However, 
similar model estimates of portfolios of common stocks yield unstable results, such 
as negative as well as positive return-risk slopes when the intercept is not restricted 
to zero. See Campbell (1987), Glosten et al. (1993), Harvey (2001), and Whitelaw 
(1 994). 
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Stock market results are highly sensitive to cmpirical model specification. Many 
studies do not consider the impact of a zero-intercept prior restriction on the stability 
of their results. This simple innovation has led to more consistent results in modeling 
stock market risk-return relationships, and therefore we have included it in this paper. 

The estimation of the consumption asset pricing model for utility stock equity- 
debt risk premia shows that the use of bond-rating risk-differentiated risk premia are 
validated as their risk-return relationships are well-fitted by theoretical and empirical 
models of risk and return. Therefore, these data impound good representations of the 
risk and reward relationship. 

One concern is the intertemporal stability of the alphas. Figure 1 plots the utility 
stock portfolio alpha (using the Fama-French R f  to calculate the premium) and its 
standard error for 240 month rolling regressions of the model estimated with GARCH- 
M in the same manner as described above to review the intertemporal stability of the 
alpha. A 20-year period was used for each estimation to trade off timeliness with 
sufficient observation of up and down stock market regimes and business cycles. This 
resulted in 720 estimated alphas from 1947 to 2007. The results show that the utility 
alpha is stable to the extent that the algebraic sign is always positive and generally 
significant, therefore the nature of utility stocks are assets that are not and have never 
been hedges during the second half of the twentieth century up to the present. The 
value of the alpha does change subs~antially. The mean of the alpha is 4.40 with a range 
from -0.11 (insignificantly different from 0) to 11.66. As a comparison, the alpha 
for the CRSP value-weighted stock index was also estimated with rolling regressions 
in the same manner and for the same time period. Figure 2 is a plot of the CRSP 
alpha and standard error. Note that the general stock market alpha is similar to that of 
utility stocks. They are all positive and almost all statistically significant and follow 
a strikingly similar cycle. Figure 3 plots both the utility and stock market alphas and 
demonstrates the similarity. The correlation coefficient between the utility and stock 
market alphas is 0.88. Recalling that the alpha is a Sharpe Ratio, we see that return to 
risk ratio does change substantially. This is consistent with the results in Pilotte and 
Sterbenz (2006). 

One other interesting observation is that the standard errors of the alphas are highly 
stable over the study period and are very similar in magnitude regardless of the size of 
the corresponding alpha. Whereas the alpha follows a cyclical pattern, the volatility 
in alpha is highly stationary around a constant, long-run mean. 

The GARCH-M model estimations of the consumption asset pricing model were 
specified with variance as the measure of volatility. We also performed the same model 
estimations with alternative specifications of volatility such as the standard deviation 
and the log of variance and the results were not sensitive to this specification. 

4 Application 

We apply the model in this section to compare the cost of common equity capital esti- 
mates with the DCF and CAPM models. Using EViewsO Version 6.0, we estimated 
the model coefficients (a ,  D’s)  over rolling 24 month periods ending December 2008. 
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Rolling 240 Month Utility Stock Alpbas 1947 - 2007 

45 50 55 60 65 70 75 80 85 90 95 00 05 

- Alpha ----- Alpha Standard Error 

Fig. I Rolling 240 month utility stock alphas 1947-2007 

Rolling 240 Month CRSP Value-Weighted Alphas 1947-2007 

I 

0 0  
45 50 55 60 65 70 75 80 85 90 95 00 05 

- CRSP Market Alpha I ----- CRSP Market AlDha Standard Error 1 
Fig. 2 Rolling 240 month CRSP value-weighted alphas 1947-2007 

We repeated the estimation over 5,  10, 15, 20 and 79 year periods3 Predicted monthly 
variances (a;+,) were generated from these estimations to produce predicted risk pre- 
miums that were calculated by multiplying the predicted variance by the “cy” slope 

We did not include the results of the 10 and 15 year estimations to abbreviate the amount of empirical 
results presented since they added no material insights beyond those already presented. 
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Rolling 240 Month CRSP and Utility Alphas 1947-2007 
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1 - Aloha ----- CRSP Market Aloha 1 

Fig. 3 Rolling 240 month CRSP and utility alphas 1947-2007 

Tahle 3 Estimates of expected risk premia 

Mean (%) Range (%) Standard deviation (%) 

Average Spot Average Spot Average Spot 

Ibbotson Associates data 
79-years 9.59 5.76 8.74-9.96 2.62-22.60 0.32 5.24 

20-yws 6.77 6.94 4.99-8.50 2.24-28.95 0.95 6.88 

5-years 4.20 10.25 -98.49-11.62 -100.00-39.65 22.00 26.61 
S&P Utility Index 

79-years 5.28 2.90 4.3C5.28 1.654.15 0.32 1.60 
20-years 3.93 3.51 2.78-5.03 2.18488 0.57 1.11 
5-vears 31.82 326.63 7.77-156.97 6.12-6465.74 31.47 1283.51 

coefficient. To test the stability of the predicted risk premia over time, the predicted 
risk premia were calculated using either the predicted variance over each entire time 
period or the last monthly (spot) predicted variance. Table 3 presents the mean pre- 
dicted risk premia, the range of predicted premia and the standard deviations for each 
time period. It is clear from the results that the risk premia are more stable over the roll- 
ing 24 month period when calculated using the average predicted variance compared 
with using the spot variance. Secondly, the 20 and 79 year means are substantially 
more stable and reasonable in magnitude than the 5 year means. 

Next, given the lessons from the analyses above, we apply the model to mechani- 
cally4 estimate the cost of common equity for 8 utility companies using the model and 

The term "mechanically" in this context means that the resulting values have been developed in a consis- 
tent manner with the same inputs across all utility stocks hut no subjective judgment was used to develop 
final values for each specific utility stock application. 
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the DCF and CAPM as comparisons. We also calculated the realized market return 
for comparison. Two publicly-traded electric, electric and gas combination, gas, and 
watcr utilities respectively were chosen for tbe application. The Gordon (1 974) DCF 
and CAPM models are used in many utility regulatory jurisdictions in the US. 

The DCF was applied using a dividend yield, &/PO, derived by dividing the year- 
end indicated dividend per share ( D O )  by the year-end spot market price (Po). The 
dividend yield is grown by the year-end V B W S  five year projected earnings per share 
growth rate ( g )  to derive &(l+ g)/Po.  The one-year predicted dividend yield is then 
added to the I/B/E/S five-year projected EPS growth rate to obtain the DCF estimate 
of the cost of common equity capital, k .  This study was conducted for the 5 years 
ending 2008. 

The CAPM was applied by multiplying the Value Line beta ( B )  available at year- 
end for each company by the long-term historic arithmetic mean market risk premium 
( R ,  - R f ) .  R, - R f  is derived as the spread of the total return of large company 
comnion stocks over the income return on long-term government bonds from the Ib- 
botson SBBI 2009 Valuation Yearbook. The resulting company-specific market equity 
risk premium is then added to a projected consensus estimate of the yield on 30-year 
U.S. Treasury rate provided by Blue Chip Financial Forecasts as the risk-free rate ( R f )  
to obtain the CAPM result. This study was also conducted over the 5 years ending 
2008. 

Figures 4-1 1 show the histograms of the cost of common equity capital estimations 
for each of the eight public utility stocks and the realized market returns in the forth- 
coming year. The consumption asset pricing model appears to track more consistently 
with the CAPM than with the DCF which seems to produce generally lower values 
than the other methods. The consumption asset pricing model results are similar to 
the CAPM. The model and the CAPM compete as the best predictor of the rate of 
return on the book value of common equity (not shown but available upon request), 
but none of the expected returns were good predictors of market returns. That does 
not infer that they were not good predictors of expecled market returns. These results 
are an initial indicator that the consumption asset pricing model provides reasonable 
and stable results. This paper does not suggest at this early juncture that the consump- 
tion asset pricing model is superior to the CAPM or DCF, although it  is based on far 
less restrictive assumptions than these other models. For example, both the DCF and 
CAPM assume that markets are efficient. Many assume that the DCF requires that the 
market-to-book ratio to always equal one, whereas the long-term value for the Stan- 
dard and Poor’s 500 is equal to 2.34. The CAPM assumes that investors demand higher 
returns for higher volatility and that the minimum required return is the risk-free rate, 
whereas the consumptjon asset pricing model allows for investors to require returns 
less than the risk-free rate for stocks that may have relatively higher volatility but are 
hedging assets that have desirable return fluctuation patterns that offset downturns in 
the business cycle. Unlike the CAPM, the model prices the risk to which investors are 
actually exposed, whether it’s systematic risk or not. Some investors are diversified 
and some are not; the model prices whatever risk to which the aggregate of investors 
of the specific stock is exposed. 

We find that the consumption asset pricing model should be used in combination 
with other cost of common equity pricing models as additional information in thedevel- 
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Cost of Common Equity Results for Edison luternational Compared to Market Return* 
PRPM CAPM I DCF ACWI 3.111 

I,%,” 

‘ Market returns calculated for the following years 2005 -2009 

Cost of Common Equity Results for Southern Company Compared to Market Return’ 

m PRPM CAPM IXF A C ~ Y ~ I  

*I 63% 

* Market returnscalculated for the following ‘fears 2005 -2009 

Cost of Common Equity Results for Consolidated Edison Compared to MarketReturn‘ 
PRPM CAPM DCF m ~ c t u a i  

* Market returns calculated forthe following years 2005 - 2039 

Cost of Common Equity Results for PG&E Corp Compared to Market Return’ 
PRPM I CAPM I DCF mAcfual 

.a> SI” 

* Market returns calculated for the fallowing years: 2005 -2009 

Figs. 4-11 Comparison of the cost of common equity estimates and market 

opment of a cost of common equity capital recommendation. Practitioners may find 
the modeling methods and the use of relatively advanced econometric methods rather 
cumbersome. The software for performing these estimations is readily available from 
EViewsO and SA@; two commonly available software packages at utilities, consult- 
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Cost of Common E q u ~ t y  Results for National Fuel Gas Cu. Conipared to 
Market Return* 

V PRPM I CAPM t DCF .Actual 

1081% 

-61 07% 
* Market returrnrcalculated for the following years 2005 -2009 

Cost of Common Equity Results lor Laclede Group Compared to Marhet Return' 

2 4 l S  
m PRPM I CAPM I DCF A C ~ U ~ I  

*I ,e% Market returnscalculated for the following years: 2005-2009 
Missing DCF Cost of Capital Estimates Due to Unauatlabie Growth Rate 

Cos1 of Conimon Equity Results for California Watcr Service Group Compared to 
MarkelReturn * 

PRPM I CAPM DCF A C ~ U ~ I  

2 P I I X  * Market returns calculated for the following years 2005 -2009 

Cost of Common Equity Results tor Middlesex Water Company Compared to 
Market Return * 

V PRPM m CAPM I DCF W Actual 

11919. 

* Market returnscalculated for followmg years 2005 -2009 
Missing DCF Cost of Capital Esnmate Due to Unavailable Growth Rate 

Figs. 4-11 continued 
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ing firms and financial firms. Recent Ph.D. and M.S. holding members of research 
departments of investment and consulting firms have ready access to the modcl and 
methods discussed in this paper, although i t  will require years for these tools, like any 
“new” technology, to diffuse into standard use. Another problem is that the model 
requires a substantial time series history on stock returns data to develop stable esti- 
mates of risk premia This is problematic especially for the electric and gas utility 
industries that have consolidated with many mergers in the recent past. This problem 
can be addressed by developing and predicting the value-weighted risk premium of a 
portfolio of similar stocks such as electric utilities that have nuclear generating assets. 
The specific stock in question would be included in the returns index with a weight 
based on market capitalization that would go to 0 when the stock price history is no 
longer existent reaching back into the past. 

5 Conclusion 

The purpose of this paper is to introduce, test empirically and apply a general con- 
sumption based asset pricing model that is based on a minimum of assumptions and 
restrictions that can be used to predict the risk premium to be applied in estimating 
the cost of common equity for public utilities in regulatory proceedings. The results 
support the simple consumption-based asset pricing model that predicts the ex ante 
risk premium with a conditionally predicted volatility in risk premium. The estimates 
of the cost of common equity from the consumption asset pricing model compare well 
with rates of return on the book value of common equity and with the CAPM, although 
both the model and the CAPM results are substantially higher than the DCF. This is 
quite common in the practice of the cost of common equity in the utility industry. The 
results of the model are stable and consistent over time. Therefore the model should be 
considered as it provides additional evidence on the cost of common equity in general 
and specifically in public utility regulatory proceedings. Secondly, the use of bond- 
rated yields to predict risk differentiated equity-to-debt risk premia is supported by the 
empirical evidence and therefore should be applied in estimating the cost of common 
equity. Finally, the robust empirical evidence on the positive risk-return relationship 
also shows that utility stocks are not a consumption hedge and are not good hedging 
securities against contractions in the economy. Themodel and estimation methodology 
presented in this paper provide a relatively simple tool to determine whether any asset 
is a hedge to adverse changes in the business cycle through the level of consumption 
in the economy. 
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Ab t rac t 

The regulatory process for setting a utility’s allowed rate of return on common 
equity has generally relied upon the Discounted Cash Flow Model and Capital 
Asset Pricing Model. Despite the widely known problems with these models, 
there has been little initiative to adopt more recently developed asset pricing 
models which have fewer limiting assumptions and require less subjective 
judgment. The December 201 1 issue of the Journal of Regulatory Economics 
published the article “New Approach to Estimating the Cost of Common Equity 
Capital for Public Utilities”,’ and introduced the Predictive Risk Premium ModelTM. 
The model is a general, yet simple, consumption-based asset pricing model of 
the risk / return relationship for common stocks which can be used to estimate 
the cost of common equity. The model produces stable, consistent and 
expectational results. This article presents in summary form exhaustive empirical 
testing of the PRPMTM for utilities by industry. The empirical testing confirms the 
Journal of Regulatory Economics article conclusion: the PRPMTM produces 
stable, consistent, and reasonable results for each of the electric, electric and 
gas, gas local distribution, and water utility industries. 
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Introduction 

The lead article in the July 2008 issue of this Journal, “Integrating 

Renewables into the US Grid: Is it Sustainable,” by Professors Peter Mark 

Jansson and Richard A. Michelfelderii, called for the reregulation of the electric 

utility industry and putting the planning of generation assets, whether renewable 

or not, back in the hands of the experts and those ultimately responsible for 

reliability, the electric utilities. During the last ten years or so, states have been 

backpedalling on deregulation and therefore methods for estimating the cost of 

common equity and the allowed rate of return have generated new interest as 

regulating rate of return is not going away as once thought. 

The regulatory process for setting a public utility’s allowed rate of return on 

common equity has generally relied upon the familiar Gordon Discounted Cash 

Flow Model (DCF) and Capital Asset Pricing Model (CAPM). Despite the widely 

known problems with these models, there has been little initiative to adopt more 

recently developed asset pricing models which have fewer limiting assumptions 

and require less subjective judgment than these traditional models. In December 

2011, the article “New Approach to Estimating the Cost of Common Equity 

Capital for Public Utilities”,iii published in The Journal of Regulatory Economics 

introduced the Predictive Risk Premium ModelTM (PRPMTM). The PRPMTM is a 

general, yet simple, consumption-based asset pricing model of the risk / return 

relationship for common stocks which can be used to estimate the cost rate of 

common equity (ROE). The stability and consistency of the results of PRPMTM 
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and the ex ante, Le., expectational, nature of those results indicate that the 

model should be used to provide additional input into the process of determining 

an allowed rate of return on common equity for public utilities. 

Since publication, more exhaustive empirical testing of the PRPMTM was 

conducted for the four utility industry groups which comprise the AUS Utility 

Reportsoiv universe of publicly traded utilities: an electric utility group; a 

combination electric and natural gas distribution utility group; a natural gas 

distribution utility group; and, a water utility group. The empirical testing confirms 

the conclusion of the original Journal of Regulatory Economics article: the 

PRPMTM produces stable results which are consistent over time. 

Development of the PRPMTM 

The cost rate of common equity is not directly observable in the capital 

markets and must be inferred using various financial models. The most 

commonly used cost of common equity models in the regulatory arena are the 

aforementioned DCF and the CAPM. Since these models are based upon many 

restrictive assumptions, they involve a significant amount of analyst subjectivity in 

their application, resulting in much debate over the application and results of 

these models. 

The empirical approach to the PRPMTM is based upon the work of Robert 

F. Engle, Ph.D.V who shared the Nobel Prize in Economics in 2003 “for methods 

of analyzing economic time series with time-varying volatility (ARCH)”Vi, with 

“ARCH” standing for autoregressive conditional heteroskedasticity. In other 
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words, volatility (variance) changes over time and is related to itself from one 

period to the next, especially in financial markets. Engle discovered that the 

volatility (usually measured by variance) in prices and returns clusters over time. 

Therefore, volatility is highly predictable and can be used to predict future levels 

of risk. The theoretical asset pricing model was recently developed in the 

Journal of Economics and Business in December 201 1 by Rutgers University 

professors Richard Michelfelder and Eugene Pilottevii. 

In this study, the PRPMTM estimates the risk / return relationship directly 

using the outcomes of investors’ historical pricing decisions and actual long-term 

US.  Treasury security yields, with the predicted equity risk premium generated 

by the prediction of volatility, Le., the risk, based upon the volatility of past equity 

risk premiums for the AUS Utility Reports universe of companies. 

Estimation Method 

The statistical details of the estimation method of the PRPMTM can be 

found in the original article in the Journal of Regulatory Economics, “New 

Approach to Estimating the Cost of Common Equity Capital for Public Utilities”. 

Essentially, there are two steps to the application of the PRPMTM. First, 

predicted volatility, Le., risk, is derived based upon previous volatility plus 

previous prediction error, because volatility is highly predictable and correlated 

over time. Second, the predicted volatility can then be used to generate the 

predicted equity risk premium (ERP) by multiplying it by the GARCH coefficient, 
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i.e., the slope of the predicted volatility. A risk-free rate is then added to the ERP 

to estimate the ROE, i.e., the market based cost of common equity. 

Application of the PRPMTM to Publicly Traded Utility Companies 

The PRPMTM was applied to the companies comprising the AUS Utility 

Reports@’ utility industry groups: the electric, combination electric and natural gas 

distribution, natural gas distribution and water groups. The PRPMTM variances 

were calculated monthly for each individual utility beginning with the first 

available monthly data included for each individual utility in the University of 

Chicago Booth School of Business’ Center for Research in Security Prices 

(CRSP@) and corresponding monthly long-term US.  Treasury bond yields from 

Morningstar’s lbbotson@ SBBP - 2012 Valuation Yearbook - Market Results for 

Stocks, Bonds, Bills and Inflation - 1926-2011 (SBBll through 72 month ending 

periods, Le., January 2006 through December 201 1. 

Using EViews@ Version 7.2, the PRPMTM coefficients and predicted 

monthly variances were estimated as described in the JRE article for each time 

series of equity risk premiums. Consistent with the conclusion drawn in the JRE 

article, the predicted equity risk premiums were calculated using the averaged 

predicted volatilities (variances) over the entire time period for which CRSP data 

were available for each utility, multiplied by the GARCH, or slope, coefficient 

generated through EViews@ for each time series. To calculate the PRPMTM cost 

rate of common equity for each utility, the average predicted utility specific equity 

risk premium through each month ending from January 2006 through December 

201 1 was then added to the projected consensus forecast of the expected yields 
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on 30-year U.S. Treasury bonds for the next six quarters by the reporting 

economists in the concurrent Blue Chip Financial Forecasts (Blue Chip). 

The DCF was applied in a simple manner, using a dividend yield, Do/Po,  

derived by dividing the month-end indicated dividend per share ( DO ) by the 

month-end closing market price ( P O )  for each utility. The dividend yield was 

then grown by the month-end IIBIEIS consensus five-year projected earnings per 

share (EPS) growth rate ( g ) to derive (DO (1 + g ) I PO ). The one-month 

predicted dividend yield was then added to the concurrent month’s I/B/E/S 

consensus five-year average projected EPS growth rate to obtain the DCF 

estimate of the cost of common equity capital, k. The DCF estimates were also 

calculated for each month from January 2006 through December 201 1. 

The CAPM was applied by multiplying Value Line Inc.’s beta ( p for 

each utility, by the long-term historical arithmetic mean market equity risk 

premium ( Rm - Rf ) through the previous year. ( Rm - Rf ) was derived as the 

spread of the total return of large company common stocks over the income 

return on long-term government bonds from the annual SBBl Valuation 

Yearbooks for the years ending 2005 through 2010. The resulting utility-specific 

equity risk premium was then added to the same projected consensus forecast of 

the expected yields on 30-year U.S. Treasury bonds for the next six quarters by 

the reporting economists in the concurrent Blue Chip discussed above, to obtain 

the CAPM estimate of the cost of common equity capital, k. The CAPM 

estimates were also calculated for each month from January 2006 through 

December 201 1. 
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Finally, the results for each of the models, the PRPMTM, DCF, and CAPM, 

were averaged for each utility groupIx. Chart 1 presents the average PRPMTM 

results for each of the AUS Utility Reports@ utility groups for each month from 

January 2006 through December 201 1. 

Chart 1 

Indicated Return on Common Equity based upon 
the PRPMTM for the AUS Utility Reports Companies 
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Chart 1 shows that indicated ROEs derived from the PRPMTM were stable 

for all utility groups until the global financial crisis of 2008 - 2009. During 2008 

and 2009, the PRPMTM derived ROEs decline, which in the authors’ opinion, was 

a result of a “flight to quality” by investors, Le., the willingness of an investor to 

accept a lower, but more certain, return during financial downturns. Chart 1 also 

indicates that the PRPMTM derived ROEs for the electric, combination electric 

and natural gas distribution and natural gas distribution utility groups follow a 
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nearly identical pattern throughout the 72-month period, with the water utility 

group following a similar, but more volatile pattern. 

Charts 2 through 5 present a comparison of the average PRPMTM, DCF, 

and CAPM cost of common equity estimates for each AUS Utility Reports@ utility 

industry group, Le., the electric utility group; the combination electric and natural 

gas distribution utility group; the natural gas distribution utility group; and, the 

water utility group for each month from January 2006 through December 201 1. 

Chart 2 
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Chart 3 
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Chart 4 

Indicated Return on Common Equity based upon 
the PRPMTM, CAPM, and DCF Methodologies for 
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Chart 5 

Indicated Return on Common Equity based upon 
the PRPMTM, CAPM, and DCF Methodologies for 

the AUS Utility Reports Water Companies 
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Charts 2 through 5 clearly show that, for the most part, the PRPMTM 

produces a higher average indicated ROE than both the DCF and CAPM. This is 

due to the fact that the PRPMTM prices of the risk which investors actually face 

collectively. In contrast, the CAPM prices systematic risk (that investors face only 

if they have a perfectly diversified portfolio, which does not exist) and the DCF 

uses accounting, not market, based I/B/E/S consensus five-year projected EPS 

growth rates. 
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Conclusion 

In the authors’ opinion, the PRPMTM benefits ratemaking with an additional 

model to estimate ROE. To that end, the Principals of AUS Consultants have 

been including the PRPMTM in their rate of return testimonies and the model has 

been presented publicly in several venues.x 

Its results are stable and consistent over time. It is not based upon 

restrictive assumptions, as are the DCF and CAPM. The PRPMTM is also not 

based upon an estimate of investor behavior, but rather, upon a statistical 

analysis of actual investor behavior by evaluating the results of that behavior, Le., 

the volatility (variance) of historical equity risk premiums. In contrast, subjective 

decisions surround the choice of the inputs to both the DCF and CAPM, from the 

choice of the time period over which to measure the dividend yield for the DCF, 

the choice of the DCF growth rate (e.g., historical or projected, earnings per 

share or dividends per share, and the like), to the selection of the appropriate 

beta (e.g., adjusted or unadjusted), market equity risk premium (e.g., historical or 

projected) and the appropriate risk-free rate (e.g., historical or projected and/or 

long v. short term) for the CAPM. In addition, as previously discussed, the CAPM 

exclusively prices systematic risk. In contrast, the PRPMTM prices of the risk 

actually faced collectively by investors, because the model does not assume that 

investors’ portfolios are perfectly diversified containing no unsystematic risk. 

In addition, the inputs to the PRPMTM are widely available. The GARCH 

coefficient is calculated with the relatively inexpensive EViews@, or other 

statistical, software, based upon the realized ERP, Le., total returns minus the 
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risk-free rate. The only subjective decisions to be made when applying the 

PRPMTM relate to which risk-free rate to use, e.g., long-term or short-term, and 

over what time period to estimate the PRPMTM derived ROES. 

For all of these reasons, the authors conclude that the PRPMTM should be 

considered as appropriate additional evidence to measure the cost of common 

equity in regulatory rate setting for public utilities. 
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COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-00 1 0 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.5 

Q: Exhibit PMA-DTI of Ms. Ahern’s testimony provides a listing of the utilities for 
which she has sponsored testimony on fair rate of return and related issues. 

With this in mind, please respond to the following: 
a) List the regulatory proceedings in which Ms. Ahern has testified as a cost 

of capital witness; 
b) Among the regulatory proceedings in which Ms. Ahern has testified as a 

cost of capital witness, specify those in which she has presented 
estimates derived from the PRPMTM model; and 

c) Among the regulatory proceedings in which Ms. Ahern has presented 
estimates derived from the PRPMTM model, provide the docket number 
and regulatory jurisdiction in which Ms. Ahern’s PRPMTM cost of equity 
recommendations were adopted. 

A: a) Please see Attachment STF JAC 13.5 (a). 

b) Please see Attachment STF JAC 13.5 (b). 

c,d) To the best of Ms. Ahern’s knowledge Ms. Ahern’s PRPMTM cost of equity 
recommendations have not been specifically adopted in a regulatory 
proceeding. To the best of Ms. Ahern’s knowledge the only proceeding in 
which they were specifically rejected was Docket No. 2013-003362 before the 
Maine Public Service Commission (MPSC) on behalf of Maine Water 
Company. In rejecting the PRPMTM, the MPSC noted “we are not prepared to 
incorporate the results of the analysis using the PRPMTM inputs into our 
determination of an appropriate ROE in this case. This does not however 
preclude us from future reliance once the model is fully vetted by academia 
and other regulatory bodies.” 
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Pauline M. Ahern. CRRA 
Managing Principal. AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

Client - 
Alpena Power Company 

Alpena Power Company 

Alpena Power Company 

Apple Canyon Utilities, Co. I Lake Wildwood 
Utiliites Corp. 

Applied Wastewater Management Inc. 

Aqua llinois - Kankakee 

Aqua Illinois - Woodhaven 

Aqua Illinois -Oak Run 

Aqua Illinois -Vermilion Division 

&qua New Jersey. Im. 

Aqua New Jersey, Inc. 

Aqua New Jersey, Inc. 

Aqua New Jersey, Inc. 

Aqua New Jersey, Inc. 

Aqua North Carolina. Inc. 

Aqua North Carolina. Inc. 

Aqua Ohio, Inc. 

Aqua Virginia, Inc. 

Aqua Virginia, Inc. 
(LandOr Utility Company) 

Aqua Virginia, Inc. 
(Monticello) 

Aquarion Water Company 

Aquarion Water Company 

Aquarion Water Company of New Hampshire 

Arizona Water Company - Eastern Group 

Arizona Water Company - Northern Group 

Arkansas-Western Gas Co. 
ANG Division -Arkansas 

Arkansas-Western Gas Co. 
ANG Division - Missouri 

Arkansas Western Gas Co. 

Artesian Water Company 

Artesian Water Company 

Ariesian Water Company 

Jurisdiction 

Michigan Public Service Commission 

Michigan Public Service Commission 

Michigan Public Service Commission 

Illinois Commerce Commission 

New Jersey Board of Public Utilities 

Illinois Commerce Commission 

Illinois Commerce Commission 

Illinois Commerce Commission 

Illinois Commerce Commission 

New Jersey Board of Public Utilities 

New Jaraey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

North Carolina Utilities Commission 

North Carolina Utilities Commission 

Public Utility Commission of Ohio 

Virginia State Corporation Commission 

Virginia State Corporation Commission 

Virginia State Corporation Commission 

Public Utilities Regulatory Authority - Connedicut 

Connecticut - Department of Public Utility Control 

New Hampshire Public Utilities Commission 

Arizona Corporatiin Commission 

Arizona Corporation Commission 

Arkansas Public Service Commission 

Missouri Public Service Commission 

Arkansas Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Date 
Of 

smog 

4/2/07 

7/27/99 

4/1/10 

8iirns 

2/28/06 

12/22/04 

12/22/04 

5/28/04 
1 0/6/04 
1114104 

1/16/14 

1217/11 

12/18/09 

12/2 1/07 

12/8/05 
6/16/06 

1211313 
1/22/14 

5/2/11 
6/3/11 

12/16/13 

10/27/11 

12/21 /06 
8/24/07 

9/27/05 
5/15/06 

3/28/13 

3/15/10 

3/6/2013 

411 0112 

10/31/13 

8/1/12 

2/3/97 
9/2/97 

3/13/97 
8/6/97 

2/9/96 
6/12/96 

4/11/14 

4/29/11 

4/22/08 

Docket No. 

Case NO. U-15935 

Case NO. U-15250 

Case No. U-12000 

09-0548 / 0549 

06-0285 

05-0071 

05-0072 

04-0442 

WR14010019 

WR11120859 

WR-09121005 

WR-07120955 

WR-05 121 022 

W-218. Sub 363 

W-218. Sub 319 

13-2124-W-AIR 

PUE-2011-00130 

PUE-2006-00128 

PUE-2005-00080 

13-02-30 

1042-13 

DW 12-085 

W-01445A-11-0310 

W-01445A-12-0348 

97-0194 

GR-97-272 

96030-U 

14-132 

1 1-207 

08-96 

a 
Fair Rate of Return 

Fair Rate of Return 

Capital Structure & Fixed 
Capital Cost Rate 

Fair Rate of Return - Rebuttal 

Fair Rate of Return 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 
Rebuttal 
Surrebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Supplemental Direct 

Fair Rate of Return 
Rebuttal 

Common Equity Cost Rate 
Supplemental 

Common Equity Cost Rate 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

DSlC Mechanism -Credit Quality 
Rebuttal 
Rebuttal - Rehearing 

Common Equity Cost Rate 

Capital Structure 
Rebuttal 

Capital Structure 
Rebuttal 

Capital Structure Ratios 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

13-0201 

13-0147 

412R9 

13-0242 

13-0169 

13-0117 

50-11 17 

50-1 118 

50-1093 

13-0331 

13-0284 

13-0230 

130163 

13-0113 

130314 

13-0273 

13-0324 

13-0281 

13-0126 

13-0109 

13-0306 

13-0232 

13-031 1 

13-0292 

134225 

130297 

949R7 

D48R7 

699R6 

13-0332 

13-0261 

13-0167 

Page 1 
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Pauline M. Ahem. CRRA 
Managing Principal, AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

Client - 

Audubon Water Company 

Bermuda Water Company 

Borough of Hanover. PA 

Carolina Pines Utilihes, Inc. 

Carolina Water Service of NC 

Carolina Water Service of NC 

Carolina Water Service of SC 

Carolina Water Service of SC 

Carolina Water Service of SC 

Carolina Water Semice of SC 

Chaparral City Water Company 

The Columbia Water Company 

Connecticut Water Company 

Consumers Illinois Water Co. 

Consumers Illinois Water Co. 

Consumers Maine Company 

Consumers NJ Water Company 

Consumers NJ Water Company 

Consumers NJ Water Company 

Conx Multy-Utility Services, Inc. 

Dubois, City of 

Elizabethiown Water Company 

Elizabethtown Water Company 

Emporium Water Company 

Emporium Water Company 

EPCOR Water Arizona, Inc 

Fairbanks Natural Gas LLC 

Green Ridge Utilities, Inc 

GTE Hawaiian TeleDhone 

Jurisdiction 

Pennsylvania Public Utility Commission 

Arizona Corporation Commission 

Pennsylvania Public Utility Commission 

North Carolina Utilities Commission 

North Carolina Utilities Commission 

North Carolina Utilities Commission 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Arizona Corporation Commission 

Pennsylvania Public Utility Commission 

Connecticut - Department of Public Utility Control 

Illinois Commerce Commission 

Illinois Commerce Commission 

Maine Public Utility Commission 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

British Columbia Utilities Commission 

Pennsylvania Public Utility Commission 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Arizona Corporation Commission 

Regulatory Commission of Alaska 

Maryland Public Service Commission 

Hawaii Public Utility Commission 

Date 
Of 

1011 6/08 

4/02 

9/11 

8/3o/oz 

4/2/04 

10/21/13 

10/25/10 

81311 1 
8/24/11 

6/8/06 

4/6/05 
4/27/05 

6/13/01 
7/5/0 1 

4/26/13 
1/20/14 

12/19/08 
1/20/09 

1/6/10 

5/21/03 
10/20/03 
12/5/03 

4/io/oo 

9/29/00 

5/31/00 

12\4/03 

3/1/02 

3/28/00 

10/3/00 

81312 
711 0/13 

4/4/06 

7/10/03 
12/17/03 

4/2/01 

6/23/06 

911 8/00 
10/28/00 

3/1W14 

6/30/14 

511 6/03 
8/20103 

1011196 

Docket No. 

Rebuttal 

R-OD027104 Fair Rate of Return 

W-01812A-10-0521 Fair Rate of Return 

R-00027522 Fair Rate of Return 

W-1151 Common Equity Cost Rate 

W-354 Sub 336 

W-354 Sub 324 8 Sub 327 

Fair Rate of Return 

Fair Rate of Return 

201 'I-47-ws 

200692-WS 

2004-357-WIS 

2000-0207-W/S 

W-02113A-13- 

R-2008-2045157 

9/12/2011 

034403 

00-0337. 0338 
004389 

2000-96 and 
2000-1 75 

WR-03 120974 

WR-02030133 

BPU WR-00030174 
OAL PUCRS 04524- 

00s 

Genetic Cost of Capital 
Proceeding 

R-00050671 

WR-03070510 
OAL PUCRL07281- 

2003N 

WR-01040205 

R-00061297 

R-00005050 

W-01303A-14- 

Case No. 8962 

95-0051 

Fair Rate of Return 
Rebunal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Commpany Equity Cost Rate 

Fair Rete of Return 
Rebuttal 
Surrebuttal 

Common Equity Cost Rate 

Rebuttal 

Fair Rate of Return 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Rebuttal 

Direct 
Phase 2 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Overall Feir Rate of Return 

Fair Rate of Retum 

Fair Rate of Return 
Rebunal 

Common Equity Cost Rate 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Self-Insurance Properly 

Case No. - 
50-1044 

13-0283 

504145 

50-1072 

134313 

134246 

13-0269 

13-0115 

50-1114 

50-1026 

136210 

13-0190 

134220 

50-1055 

50-1005 

50-1010 

50-1065 

50-1039 

50-0727 
(727R9) 

1362% 

136120 

50-1068 

50-1021 

50-1 163 

50-1 01 5 

13-0323 

134333 

50-1077 

857M5 
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Attachment STF JAC 13-5 (a) 
Page 3 of 8 

Pauline M. Ahern, CRRA 
Managing Principal, AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

GTE Hawaiian Telephone 
(Rebuttal) 

Illinois American Water Company 

Illinois American Water Company 

Illinois American Water Company 

IndianbAmerican Water Company 

Iowa-American Water Company 

IowaAmerican Water Company 

IowbAmerican Water Company 

Jersey Cenral Power & Light Company 

Long Island American Water Company 

Long Neck Water Company 

Louisiana Water Service. Inc. 

Maine Water Company 

Massanutten Public Service Corp. 

Massanutten PuMic Service Corp. 

Middlesex Water Company 

Middlesex Water Company 

Middlesex Water Company 

Middlesex Water Company 

Middlesex Water Company 

Middlesex Water Company 

Middlesex Water Company 
(Pinelands Water) 

Middlesex Water Company 

Middlesex Water Company 

Missouri American Water Company 

Missouri American Water Company 

Missouri American Water Company 

Jurisdiction 

Hawaii Public Utility Commission 

Date 
Of 

6/21/96 

Docket No. 

94-0298 

Illinois Commerce Commission 

Illinois Commerce Commission 

Illinois Commerce Commission 

Indiana U t i l i  Regulatory Commission 

Iowa Utilities Board 

Iowa Utilities Board 

Iowa Utilities Board 

New Jersey Board of Public Utilities 

New York State Public Service Commission 

Delaware Public Service Commission 

Louisiana Public Service Commission 

Maine Public Service Commission 

Virginia State Carporation Commission 

Virginia State Corporation Cornmission 

New Jersey Board of Public Utilitiis 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

Public Service Commission of Missouri 

Public Service Commission of Missouri 

Public Service Commission of Missouri 

10/27/11 
3/29/12 

5/29/09 

10/23/09 
11/25/09 

8131107 
2/11/08 

1/24/14 

412911 1 
9/29/11 

4/30/09 

8/30/07 

ioizirng 

ll/20/12 
8/7/13 

51311 1 
10/3/11 

1/29/99 
7/13/99 

mi108 

12/13/13 

9/16/09 

12i20/06 

11/8/13 

1/10/2012 

8/17/2009 

4/17/07 

5/18/05 

1 1 /5/03 

6R3/00 

9/18/98 

11/29/96 

613011 1 
1/19/12 
m 1 2  

10/30/09 
411 5/10 
sm/i o 

09-0319 

07-0507 

44450 

RPU-2011-0001 

RPU-2009-0004 

RPU-07-3 

ER12111052 

1 1 -w-200 

99-31 

U-30553 

201340362 

PUE- 2009-00041 

Case No. PUE-2006- 
00126 

WR13111059 

WR12010027 / PUC 1653- 
2012 

WR0908066 

PUCRL 05663-2007N 

WR-05050451 

WR-03110900 

WR-00040362 

98-090795 

96-1 1081 8 

WR-2011-0337 / 
SR-2011-0338 

WR-2010-0131 

Damage Reserve-Ratepayer 
Responsibility 

Common Equity Cost, 
Capital Structure and 
Storm Damage Cost 
Re c o v e ry 
(Hurricane Iniki) 

Common Equiy Cost Rate 
Rebuttal 

Common Equiy Cost Rate 
Rebuttal -Staff 
Rebuttal - Intervenors 
Surrebuttal 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 
Rebutta 

Common Equity Cost Rate 
Rebuttal 

Overall Rate of Return 
Rebuttal 

Fair Rate of Return 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Overall Rate of Return 

Fair Rate of Return 
Rebuttal 
Surrebuttal 

Common Equity Cost Rate 
Rebuttal 
Surrebuttal 

857R5 

134280 

13-0194 

13-0158 

13-0329 

13-0263 

13-01 92 

13-0149 

13-0262 

973M9 

13-0176 

134330 

134206 

134142 

134308 

134274 

13-0209 

13-0148 

50-1 126 

50-1080 

50-1006 
50-1008A 

032R8 

032R7 

13-0256 

13-0215 

3/31/08 WR-2008-0311 / Common Equity Cost Rate 13-0172 
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Page 4 of 8 

Pauline M. Ahem. CRRA 
Managing Prindpal, AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

Missouri American Water Company 

Missouri American Water Co. 

Date 
O f  

Jurisdiction 

gnome 
1 0/31/08 

12/15/06 
711 3/07 
7/31/07 

Public Service Commission of Missouri 

Missouri Public Service Commission 

Missouri Gas Energy Missouri Public Service Cornmission 

Mt. Holly Water Company New Jersey Public Utility Commission 

Nem Utilities 

New Jersey American Water Co. 

North Carolina Utilities Commission 

New Jersey Board of Public Utilities 

New Jersey Utilities Assodation 

The Newtown Artesian Water Company 

NRG Energy Center Harrisburg 

NRG Energy Center Pittsburgh 

Ohio-American Water Company 

Ohio-American Water Company 

Ohio-American Water Company 

Ohio-American Water Company 

Penn Estates Utilitiis 

Penn Estates Utilities 

Penn Estates Utilities 

PG Energy 

New Jersey Board of Public Utilities 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Public Utility Commission of Ohio 

Public Utility Commission of Ohio 

Public Utility Commission of Ohio 

Public Utility Commission of Ohio 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

PG Energy Pennsylvania Public Utility Commission 

Pinelands Water Company 

Pinelands Water Company 

Pinelands Water Company 

Pinelands Water Company 

Pinelands Water Company 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

5/19/03 
11110103 

12/5/03 

9/16/13 
3/4/14 
41411 4 

711 0103 
1211 7/03 

4/6/04 

711 0103 
1 2/17/03 

10/21/11 

11/26/08 

3/31/08 

6129106 

8/15/12 
2/29/12 

6/22/09 
1/4/10 

10/26/06 

1111 104 

12/16/11 

9/16/09 

10/29/09 

1/10/00 

3/16/98 

7/22/96 

5/29/96 

10/10/96 

8110112 

4/29/08 

5/18/05 

12/30/03 

4/29/08 

Docket No. 

SR-2008-0312 

Case No. WR-2007- 
0216 

Case No. WR-2007- 
0217 

WR-20034500 
WC-20044168 

GR-20144007 

WR03070509 
OAL XPUCRL - 
07260 - 2003N 

w-1152 

WR43070511 
OAL XPUCRL - 
07279 - 2003N 

OAL PUC 07146-09 
WOO9020148 

R-2008-2042293 

R-2008-2028395 

R-00061435 

11-4161-WSAIR 

Case No. 09-391 
WSAIR 

Case No. 06-433 
WS-AIR 

Case No. 03-2390- 
WS-AIR 

R-2009-2117532 (Water) 
R-2009-2117740 (Sewer) 

R-00005031 

00984280 

00963612 

WR12060735 

WR08040282 

WR-05060681 

WR-031201016 

WR06040283 

Rebuttal 
Surrebuttal 

Common Equity Cost Rate 
Rebuttal 
Surrebuttal 

Fair Rate of Return 
Rebuttal-Rate of Return 
on Equity 

Surrebuttal 

Common Equity Cost Rate 
Rebuttal 
Surrebuttal 

Fair Rate of Return 
Rebuttal 

Common Equity Cost Rate 

Fair Rate of Return 
Rebuttal 

Common Equity Cost Rate / Risk 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 
Supplemental Testimony 

Fair Rate of Return 
Supplemental Testimony 

Fair Rate of Return 

Cost Rate of Common 
Equity & Response to 
Staff Audit 

Common Equity Cost Rate 

Fair Rate of Return 

Rebuttal 

Fair Rate of Return 

Capital Structure and 
Embedded Fixed 
Capital Cost Rate 
Rebuttal 

Capital Structure and 
Embedded Fixed 
Capital Cost Rates 
Rebuttal 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

13-0143 

50-1062 

134322 

50-1 069 

50-1074 

50-1067 

136282 

134188 

134119 

13-0272 

134193 

13-0112 

50-1061 

136271 

136204 

50-1 01 2 

045R8 

045R6 

134300 

136148 

50-1 126 

50-1080 

134148 
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Attachment STF JAC 13-5 (a) 
Page 5 of 8 

Pauline M. Ahern. CRRA 
Managing Principal. AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

- Client 

Pinelands Wastewater Company 

Pinelands Wastewater Co. 

Pinelands Wastewater Co. 

Pioneer Water LLC 

Pittsburgh Thenal. L.P. 

San Gabriel Valley Water Company 

San Jose Water Company 

San Jose Water Company 

San Jose Water Company 

Southland Utilities, Inc. 

Spring Creek Utilities Co. 

Spnng Creek Utilities Co. 

Sussex Shores Water Co. 

Sussex Shores Water Co. 

Tega Cay Water Sewice. Inc. 

Tega Cay Water Service. Inc. 

Tega Cay Water Sewice. Inc. 

Thames RWE 

Thames RWE 

The Atlantic City Sewerage Company 

The Atlantic City Sewerage Company 

The Atlantic City Sewerage Company 

Tidewater Utilities 

Tidewater Utilities 

Tidewater Utilities 

Tidewater Utilities 

Tidewater Utilities 

Tdewater Utilities 

Tidewater Utilities 

Total Environmental Solutions, Inc. - Treaure 
Lake Sewer Division 

Jurisdiction 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

Indiana Utility Regulatory Commission 

Pennsylvania Public Utility Commission 

California Public Utilities Commission 

California Public Utilities Commission 

California Public Utilities Commission 

California Public Utilities Commission 

Public Service Commission of South Carolina 

Public S e ~ ' c e  Commission of Nevada 

Public Service Commission of Nevada 

Delaware Public Service Commission 

Delaware Public Service Commission 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

New Jersey Public Utility Commission 

California Public Utility Commission 

New Jersey Public Utility Commission 

New Jersey Public Utility Commission 

New Jersey Public Utility Commission 

Delaware Public Service Commission 

Delaware Public S e ~ ' c e  Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public SeMce Commission 

Delaware Public Service Commission 

Pennsylvania Public Utility Commission 

Date 
Of 

611OIl2 

5/18/05 

12/30/03 

1 o w 1  3 

10/26/99 

5/1/12 
9/21/12 

6/1/12 
9/21/12 

5/2/11 
9/22/11 

5/1/09 
6/24/09 

911 4/07 

w30106 
11/25/08 

12/30/05 

11/12/99 

10/15/07 

11/19/12 
12/14/12 

412611 0 

7/5/06 
7/26/06 

8/14/02 

5/17/02 
7/02 

412911 1 

11/13/09 

11/13/07 

11/25/13 
6/26/14 

911 511 1 

1/26/09 
7/1/09 

4/28/06 
10/20/06 

4/26/04 
8/17/04 

1/25/02 

911 7/99 

2/15/08 

Docket No, 

WR12060734 

WR-05080660 

WR-031201017 

4434 

R-00994641 

12-05-002 

12-15-002 

u-i6aw 

u - i ~ a w  

2007-244-W 

08-06036 

06-01002 

99-576 

07-278 

2012-1 77-WS 

2009473-WS 

200697-WS 

WM01120633 

02-01-036 

WR11040247 

WR09110940 

WR-0007110866 

13-466 

PSC-11-397 

09-29 

06-145 

04-1 52 

02-28 

99-466 

R-00072495 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 

Common Equity Cost Rate 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Direct 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Common Equity Cost Rate 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Raie of Return 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Common Equity Cost Rate 
Rebuttal 

Capital Structure 
Rebuttal (NJ American) 

Credit Quality 
Supp.Dir.Test (CA American) 

Fiar Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Common Equity Cost Rate 

Fair Rate of Return 

Fair Rate of Retum 
Rebuttal 

Fair Rate of Return 

Rebuttal 

Rebuttal 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Qg=& 

136300 

50-1 126 

50-1080 

13-0326 

50-0963 
(983RO) 

13-0286 

13-0268 

13-0264 

136191 

136159 

13-0178 

13-0110 

979M9 

13-0154 

1?-0294 

13-0244 

13-0123 

50-1043 

50-1043 

136266 

13-0223 

134161 

136309 

13-0275 

13-0165 

13-0116 

50-1088 

50-1032 

776M9 

13-0173 
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Pauline M. Ahern. CRRA 
Managing Principal, AUS Consultatnts 

Testimonies Filed March 1995 -June 2014 

Client - 
Total Environmental Solutions, Inc. - Treaure 
Lake Water Division 

Transylvania Utilities. Inc. 

Transylvania Utilities. Inc. 

Twin Lakes Utilities. Inc. 

Twin Lakes Utilities. Inc. 

Valley Energy. Inc. 

United Utility Companies, Inc. 

United Utility Companies, Inc. 

United Utility Companies, Inc. 

United U t i l i  Companies, Inc. 

United Water Arkansas, Inc. 

United Water Arkansas, Inc. 

United Water Arkansas, Inc. 

United Water Arlington Hills, Inc. 

United Water Connecticut. Inc. 

United Water Connecticut, Inc. 

United Water Delaware, Inc. 

United Water Delaware, Inc. 

United Water Delaware, Inc. 

United Water Delaware, Inc. 

United Water Delaware. Inc. 

United Water Great Gorge, Inc. / United Water 
Vernon Sewerage, Inc. 

United Water Idaho, Inc. 

United Water Idaho, Inc. 

United Water Idaho. Inc. 

United Water New Jersey, Inc. 

United Water New Jersey, Inc. 

United Water New Jersey, Inc. 

United Water New Jersey, Inc. 

United Water New Jersey, Inc. 

Jurisdiction 

Pennsylvania Public Utility Commission 

North Carolina Utilities Commission 

North Carolina Utilities Commission 

Pennsylvania Public Utility Commission 

Indiana Utility Regulatory Commission 

Indiana Utility Regulatory Commission 

Pennsylvania Public Utility Commission 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Public Servica Commission of South Carolina 

Public Service Commission of South Carolina 

Arkansas Public Service Commigsion 

Arkansas Public Service Commission 

Arkansas Public Service Commission 

New Jersey Board of Public Utilities 

Connecticut - Department of Public Utility Control 

Connecticut - Department of Public Utility Control 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

Delaware Public Service Commission 

New Jersey Board of Public Utilities 

Idaho Public Utility Cornmission 

Idaho Public Utility Commission 

New Jersey Board of Public UUiites 

New Jersey Board of Public Utliites 

New Jersey Board of Public Utliites 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

Date 
Of 

211 5/08 

511 5/06 

4/5/04 

6/28/09 

1 111 3/06 
6/12/07 

9/29/03 
2W04 

10120104 
12/3/04 

8/12/13 
10/3/13 

2/16/10 

7/17/06 
8/7/06 

1/9/02 

3/2/10 
8/10/10 

12/21/09 

9/29/03 
4/27/04 

9/30/08 

9/29/10 

5/31/07 

1 m 1 0  

211 3/09 
6/23/09 

5/26/08 
11/21/06 

311 1/98 

8/23/96 

3/7/97 

10122/10 

8/1/11 

11/30/04 
3/22/05 

31811 3 

7/18/11 

12/9/09 

9/5/08 

2/23/07 

Docket No, 

R-00072493 

W-1012,Sub 7 

w-1012 

R-ZOO92111011 

Cause No. 43128 

42488 

R-00049345 

2013-199-WS 

2009479-w/s 

2006-107-WS 

2000-02 lO-W/S 

09-130-U 

06160-U 

03-1 6 1 -U 

WR08100929 

9-29-10 

07-05-44 

10-421 

09-60 

061 14 

98-98 

96164 

wR10100785 

uwI-w-11-02 

UWI-w44-04 

WR13030210 

WR11070428 

WR09120987 

WR08090710 

WR07020135 

Fair Rate of Return 

Fair Rate of Return 

Common Equity Cost Rate 

Fair Rate of Return 

Fair Rate of Retum 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Capital Structure 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuna 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Cost Rate of Common 
Equity Capital 

Capital Stwcture and 
Fixed Capital Cost Rates 
Rebuttal 

Fair Rate of Return 

State Property Tax Study 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fiar Rate of Return 

Fiar Rate of Return 

Fair Rate of Relurn 

Fair Rate of Retum 

Fair Rate of Return 

13-0173 

50-1 140 

50-1075 

13-0207 

134140 

50-1076 

50-1 099 

134317 

134225 

134124 

50-1035 

13-0227 

13-0145 

50-1081 

13-0184 

13.0252 

13-0151 

13-0254 

134189 

13-0121 

918R8 

918R6 

13-0251 

13-0291 

134286 

50-1111 

13-0305 

13-0278 

13-0228 

13-0179 

13-0146 
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Attachment STF JAC 13-5 (a) 
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Pauline M. Ahern. CRRA 
Managing Principal, AUS Consultatnts 

Testimonies FUed March 1995 -June 2014 

Client - 

United Water New Rochelle. Inc. / United 
Water West Chester, Inc. 

United Water New Rochelle, Inc. 

United Water New Rochelle, Inc 

United Water New York. Inc. 

United Water New Y ork, Inc. 

United Water New York, Inc. 
United Waler South County, Inc. 

United Water OwegolNichols 

United Water Owego/Nichols 

United Water Pennsylvania. Inc. 

United Water Pennsylvania, Inc. 

United Water Pennsylvania. Inc. 

United Water Rhode Island. Inc. 

United Water Rhode Island, Inc, 

United Water Toms River, Inc. 

United Water Toms River, Inc. 

United Water Toms River, Inc. 

United Water West Lafayette. Inc. 
and United Water Indiana. Inc. 

United Water West Milford, Inc. 

United Water Westchester. Inc. 

United Water Virginia, Inc. 

Utilities, Inc. of Central Nevada 

Utilities. Inc. of Central Nevada 

Utilities, Inc. of Florida 

Utilities. Inc. of Florida 

Utilities, Inc. of Nevada 

Utilities, Inc. of Pennsylvania 

Utilities. Inc. - Westgate 

Utilities Services of South Carolina 

Utilities Services of South Carolina 

Jurisdiction 

New York State Public Service Commission 

New York State Public Sewice Commission 

New York State Public Service Commission 

New York State Public Service Commission 

New York State Public Service Commission 

New York State Public Service Cornmission 

New York State Public Service Commission 

New York State Public Service Commission 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Rhode Island Public Utilities Commission 

Rhode Island Public Utilities Commission 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

New Jersey Board of Public Utilities 

Indiana Utility Regulatory Commission 

New Jersey Board of Public Utilities 

New York State Public Service Commission 

Virginia State Corporation Commission 

Public Service Commission of Nevada 

Public Service Commission of Nevada 

Florida Public Service Commission 

Florida Public Service Commission 

Public Service Commission of Nevada 

Pennsylvania Public Utility Commission 

Pennsylvania Public Utility Commission 

Public Service Commission of South Carolina 

Public Service Commission of South Carolina 

Date 
Of 

8/3/07 

11/27/13 

1 la4109 
5/7/10 

9129m4 

7/2/13 
12/6/13 

9/25/09 

1130/06 

2/25/11 
7/25/11 

5/31/07 
11/15/07 

5/9/11 
8/31/11 

9/16/09 

1/30/06 

8/12/13 
3/3/14 

6/3/11 

911 911 2 

11/18/09 

3/6/08 

1/24/97 
6/29/98 

9/30/08 

11/23/09 
6/25/10 

10/20/97 

12/28/09 
5/15/10 

12/22/06 

8/1/08 

6~0103 
9/15/08 

6/30/09 

9/16/09 
10/29/09 

9/16/09 
io/29m9 

9/19/13 
10/16/13 

911 4/07 

Docket No. a 
Rebunal 

Fair Rate of Return 

09-W-0824 

Case 04-W-1221 

Case No. 13-W-0295 

Case No. 09-W-0731 

Cases 06-W-0131 
and 06-W-0244 

11-w-0082 

07-W-0639 / 07-W 0872 

R-2011-2232985 

R-2009-2122887 

R-00051186 

4434 

4255 

WR12090830 

WR09110934 

WR08030139 

41046 8 41047 

WR06100928 

09-W-0628 

PUE970544 

09-12017 

0612023 

08006-WS 

020071-WS 

0906037 

R-2009-2 1 17402 

R-2009-2117369 

201 3-201-WS 

2007-286-WS 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebunal 

Fair Rate of Return 

Fair Rate of Return 

Fair Rate of Return 

Overall Cost of Capital 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 
Rebuttal 

Fair Rate of Return 

Fair Rate of Return 
Rebuital 

Fair Rate of Return 
Rebuttal 

Capital Stwcture 
Rebuttal 

Fair Rate of Return 

Case No. 

13-0327 

136219 

50-1110 

13-0303 

136214 

13-0114 

13-0260 

136152 

13-0265 

13-0212 

50-1 121 

136318 

13-0267 

13-0299 

13-0213 

13-0168 

958R7 

136164 

13-0218 

954R7 

13-021 7 

13-0141 

13-01 80 

50-1079 

13-0210 

130203 

13-0202 

13-0316 

13-0160 
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Client - 
Utilities Services of South Carolina 

Utility Center, Inc. 

Utility Center, Inc. 

Washington Natural Gas Co. 

Pauline M. Ahern, CRRA 
Managing Principal. AUS Consultamts 

Testimonies Filed March 1995 -June 2014 

Date 
Of 

Jurisdiction. Docket No. 

Public Service Cornmission of South Carolina 11/3/05 2005-21 7-WS 

Indiana Utility Regulatory Commission 3/26/10 Cause No. 43874 

Indiana Utility Regulatory Commission 8/24/07 Cause No. 43331 

Washington Utilities &Transportation Comm. 3/3/95 UG-950278 
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STATE OF MAINE 
PUBLIC UTILITIES COMMISSION 

Docket No. 201 3-00362 

March 25,2014 

MAINE WATER COMPANY-CAMDEN & 
ROCKLAN D D lVl SI ON 
Request for Approval of Rate Change 

ORDER APPROVING 
STIPULATION AND SETTING 
RETURN ON EQUITY 

WELCH, Chairman, LITTEL and VANNOY, Commissioners 

1. SUMMARY 

In this Order, we approve a stipulation between the Office of the Public Advocate, 
the Maine Water Company, FMC Corporation, and the City of Rockland. Additionally, 
we set a return on equity of 9.50% for use in calculating the revenue required by the 
Maine Water Company - Camden & Rockland Division for the provision of water 
service. We also make a determination as to the appropriate treatment of rate case 
expenses by the Company. 

II. BACKGROUND 

On June 25, 2013, the Maine Water Company (Maine Water, MWC or the 
Company) filed notice with the Commission, pursuant to 35-A M.R.S. § 307, of a 
proposed change in the rates for water service charged to customers of the Company’s 
Camden & Rockland Division. The Company seeks a rate increase of 7.81 % resulting 
in an increase of annual revenue of $447,338. The need for increased revenue is, 
according to MWC, driven generally by the costs of ongoing infrastructure replacement, 
declining revenue, and increased expenses. The Commission granted petitions to 
intervene as parties in this proceeding filed by Office of the Public Advocate (OPA), the 
City of Rockland (Rockland), and FMC Corporation (FMC). Following an initial period of 
discovery and a technical conference, the parties engaged in a series of discussions 
seeking to arrive at a stipulated resolution of the matter. The parties reached 
agreement on all rate case issues with the exception of what return on equity (ROE) 
should be applied to calculate the Company’s revenue requirement. Consequently, the 
only issues submitted for decision by the Commission are determination of the ROE and 
the proper treatment of rate case expenses. On February 21, 2014, the Hearing 
Examiner issued an Examiner’s Report addressing the ROE and recovery of rate case 
expenses. On March 11, 2014, Maine Water, the OPA and FMC all filed exceptions. 

On March 11, 2014, the parties filed a Stipulation on All Issues Other than ROE 
and Rate Case Expense Normalization. 
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111. STIPULATION 

The filed Stipulation includes the following provisions: 

1. The parties agree that the Camden & Rockland Divisions operations and 
maintenance costs, excluding rate case normalization, will be $2,268,698 
and that Other Taxes, Depreciation, rate base, present revenue level, the 
capital structure and the cost of debt are as presented in the original filing 
of the Company. 

2. The amount of the Company’s rate case expense in this proceeding is 
$52,750. 

3. That the increase will be allocated equally to all classes of customers; and 

4. As part of the Order approving this Stipulation, the Commission will 
require the Company to file a cost of service study by the earlier of: (1) 
October 1, 201 7, or (2) its next application for a general increase in rates 
in the Camden & Rockland Division. 

IV. SUMMARY OF EVIDENCE AND POSITIONS OF THE PARTIES 

A. Testimony of Pauline Ahern 

Although the Company’s initial June 25, 2013 filing, made pursuant to 
Chapter 120, reflected a proposed ROE of IO%, the testimony submitted by Pauline 
Ahern on behalf of Maine Water advocates for an ROE of 10.85%. Critical to Ms. 
Ahern’s recommendation of this figure is her application of a propriety risk model 
developed by the consulting firm of which she is a member branded as the Predictive 
Risk Premium Model (PRPMTM). Ms. Ahern used outputs generated by the PRPMTM to 
refine her analysis of traditional Capital Asset Pricing Model (CAPM), Risk Premium 
Model (RPM) methodologies and her evaluation of a Market Cost of Equity Model for 
comparable riskhon-price regulated firms. The innovation of the PRPMTM, as 
described by Ms. Ahern, is that it “estimates the riskheturn relationship directly by 
analyzing the actual results of investor behavior rather than using subjective judgment 
as to the inputs required for the application of other cost of common equity models.” 
Ahern Pref. Test. at 35. Ms. Ahern’s Discounted Cash Flow (DCF) analysis did not, 
however, rely on inputs generated by the PRPMTM. The mean value of the results of 
the several models employed by Ms. Ahern suggests an “indicated” cost of equity of 
10.1 5%. To this figure, Ms. Ahern applied proposed adjustments to account for her 
view that Maine Water presents a greater credit business risk relative to the proxy 
group. Adjustment was also made to reflect floatation costs. The results of Ms. Ahern’s 
analysis are presented in Table 1 below: 
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Table 1 

Discounted Cash Flow Model 

Risk Premium Model 

Capital Asset Pricing Model 

Cost of Equity Models Applied to Comparable Risk, 
Non-Price Regulated Companies 

Indicated Common Equity Cost Rate 

Credit Risk Adjustment 

Business Risk Adjustment 

Flotation Cost Adjustment 

Indicated Common Equity Cost Rate 

Recommended Common Equity Cost Rate 

Proxy Group of Nine 
Water Companies 

8.30% 

11.29% 

9.80% 

10.50% 

10.1 5% 

0.1 7% 

0.40% 

0.14% 

10.86% 

10.85% 

Ahern Pref. Test. at 53. 

B. Testimonv of Stephen G. Hill 

Stephen G. Hill, testifying on behalf of the OPA, recommends the 
application of an ROE of 8.70%. His analysis relies upon the DCF, CAPM, models and 
also a Modified Earnings Price Ratio (MEPR) model and a Market to Book (MTB) ratio 
model. In running these models, Mr. Hill used inputs derived from current and 3-5 year 
projected earnings of sample groups consisting of price-regulated water companies and 
price-regulated gas distribution utilities. The results of Mr. Hill’s analysis (with those 
based upon projected future earnings shown in parentheses) are summarized in Table 
2 below: 
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Table 2 

Gas Distribution 
Method Water Companies Com pan ies 

Discounted Cash Flow Model 8.79% 8.97% 

Capital Asset Pricing Model 7.90% 7.87% 

Modified Earnings-Price Ratio 7.22% (7.50%) 7.76% (8.35%) 

Market to Book Ratio 8.91 % (9.03%) 8.71 % (8.84%) 

Hill Dir. Test. at 39. 

The DCF analysis performed by Mr. Hill indicates a cost of capital of 
8.79% with respect to the water company sample, and 8.97% for the gas companies. 
The other models generate an average range of 8.01% to 8.14% for the water company 
cohort and 8.1 1 % to 8.35% for the gas distribution companies. Consideration of the 
outputs of all of the models indicates, in Mr. Hill's view, a cost of capital for Maine Water 
that falls within the range of 8.50% to 9.25% with a mid-point of 8.875%. Mr. Hill also 
observes that the capital structure of the Camden & Rockland Division, as presented by 
Maine Water, has a higher percentage of common equity than is observed in both the 
water company and gas company proxy groups which, therefore, implies a lower 
financial risk. He also observes that some members of the proxy group are engaged in 
"riskier" unregulated activities which would tend to increase the cost of their equity 
above that of a firm engaged in only regulated utility business activities. As a result, 
Mr. Hill suggests a downward adjustment -- to 8.70% -- of the indicated ROE to reflect 
the lower risk profile of the Company as compared to the proxy group. 

C. Position of the Company 

In its brief, Maine Water continues to propose an ROE of 10.00%, 
notwithstanding the recommendation of Ms. Ahern of a return of 10.85%. The 
Company states that the OPA's downward adjustment to the return on equity should be 
rejected because the Camden & Rockland Division does not actually have an 
independent capital structure and does not issue shares of common stock. Maine 
Water states that its overall common equity ratio is 50%, slightly lower than the industry 
average of 51 %. Individual divisions of the Company have different capital structures 
which have been in place and used for setting rates for over 10 years. The Company 
states that three divisions have artificially low common-equity ratios resulting from the 
sensitivity to increased rates in the small, rural communities served by these divisions. 
These constrained equity ratios in certain divisions result in a higher equity ratio for the 
other divisions, including Camden & Rockland. If rates were set in those divisions with 
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lower equity ratios based upon the Company's overall actual capital structure, rates 
would be substantially higher and many of the Company's customers would not be able 
to afford to purchase water. Because the lower rates in those three divisions do not 
reflect the actual cost of capital for important reasons of public policy, it would be unfair 
to adjust the return on equity downward in the Camden- Rockland Division based on its 
higher than average equity ratio when the equity used to set rates is higher for those 
very same public policy reasons. 

In its brief, Maine Water continues to support Ms. Ahern's inclusion of a 
floatation cost adjustment, stating that there is no evidence in the record contrary to 
allowing the 14 basis point upward adjustment. Additionally, Maine Water states that 
since the market-to-book ratios in the peer group are greater than 1 .O, the traditionally 
structured DCF analysis alone will understate of the cost of equity for the sample group. 
Maine Water references the Commission's decision in Docket No. 2000-1 75, that 
recognized this factor as a reason for using an ROE that was significantly above the 
indicated midpoint to account for any downward bias that might exist in the DCF results. 
Consumers Maine Wafer Company - Camden/Rock/and, Proposed Rate Change 
(5.88% lncrease in Revenue), Docket No. 2000-1 75, Order (September 26, 2000). 

Maine Water notes that there are a number of risk factors that support a 
higher ROE, including an assessment by Ms. Ahern that the credit rating that would 
apply to Maine Water based on its parent's credit rating would be lower than the 
average credit rating of the proxy group. In addition, the Company cites its small size 
compared to the peer group, the effect of infrastructure replacement needs, declining 
consumption in the residential and industrial classes and the reliance on one large 
industrial customer, FMC, whose consumption has dropped 17% since 201 0. Maine 
Water also states that it remains very well-managed and continues to contribute to the 
greater good of the water industry in Maine. It also manages a number of water 
systems, in addition to the ones that it owns, at the request of communities that do not 
have the in-house expertise that Maine Water can offer. 

In its reply brief, Maine Water notes that the Commission has always 
determined an ROE on a Company-wide basis, referring to the Commission's Order in 
Docket No. 2000-1 75 and noting that there is no discussion in the Order suggesting that 
one Company division has a different ROE than any other. Maine Water also 
addresses the issue of whether the current models used to calculate ROE attract 
sufficient capital. To support its position that a 10% ROE may not be sufficient to attract 
needed capital investment it points to Biddeford & Sac0 Water Company (BSWC), a 
water company essentially equal in size to Maine Water Company and much larger than 
Camden & Rockland Division. In 201 0, BSWC failed in its efforts to sell 35,000 shares 
of common stock to increase its equity by $2.1 million. Rather, the company was able 
to generate net proceeds of only $858,312. Maine Water acknowledges that it is 
stronger financially overall than BSWC but that the BSWC experience demonstrates 
that an ROE of 10% for Maine Water Company is necessary to meet infrastructure 
demands in the coming years. 
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Maine Water also notes that it continues to play the role of good steward 
to other water utilities in Maine and that service supports an upward adjustment in ROE 
in 2014 just as it did in 2000. 

In its exceptions, Maine Water asserts that the Examiner’s ROE of 9.50% 
does not go far enough in setting a reasonable rate of return on equity for Maine Water 
Company. The Company notes that the Examiner’s upward adjustment of 50 basis 
points was 20 basis points less than the upward adjustment applied by the Commission 
in Docket No. 2000-1 75. Maine Water goes on to discuss points referenced in that 
Order that the Examiner did not address in the current case, including: that the market- 
to-book ratios are greater than 1 .O; that the relative small size of the water utility peer 
group and the reasonable ROE range within the group was wide; and that Maine Water 
remains very well-managed and continues to contribute to the greater good of the water 
utility industry in Maine. 

D. Position of the OPA 

In its brief, the OPA state that, because it is based on a series of incorrect 
assumptions, the Predictive Risk Premium ModelTM consistently produces a higher 
average indicated ROE than both the DCF and CAPM models and is inherently 
unreasonable. The OPA notes that no other Commission has relied on this model, that 
the model is only used by members of Ms. Ahern’s AUS consulting group and that it is 
difficult for others to analyze or verify the model because its complexity requires that 
data entered into it is subject to a “black box” treatment. In its brief, the OPA identifies a 
set of assumptions it says are reflected in the structure of the PRPMTM that it disagrees 
with, specifically: that utility stocks are not defensive stocks; that the market risk 
premium is greater than 9%; that monthly buying and selling of stock reflects actual 
investor behavior; that conditional variances determine stock price movements; and that 
consumption volatility is closely related to stock market volatility 

The OPA states that the PRPMTM model consistently produces a higher 
average indicated ROE than both the DCF and CAPM and, therefore, cannot be 
reliable. The OPA states that the capital attraction table and graphs provided in 
response to ODR 07-001 demonstrate that the utility industry has been successful in 
attracting capital over the past five years because the industry’s book value has been 
steadily increasing, a development that would not occur if it were not earning a 
reasonable cost of capital. 

The OPA’s brief states that the three risk adjustments (credit risk, 
business risk, and flotation costs) are unreasonable and not supported either 
theoretically or by the record. The OPA states that Ms. Ahern argued that the upward 
credit risk adjustment was necessary because Maine Water was riskier than the proxy 
group but that the numbers do not support this adjustment, as the common equity ratio 
of the Camden & Rockland Division is substantially above the water industry average 
common equity ratio, the average for Ms. Ahern’s proxy group and the Camden & 
Rockland Division’s common equity ratio over the last five years. The OPA states that 
the higher common equity ratio signifies lower financial risk for the Camden & Rockland 
Division and therefore, a credit risk adjustment is both unnecessary and unreasonable. 
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Additionally, the OPA disagrees with the proposed business risk adjustment, arguing 
that it is unnecessary, and opposes the inclusion of a flotation cost adjustment. 

In its reply brief, the OPA notes the similar results of the DCF analysis 
presented by both its witness and the Company's witness and recommends that the 
Commission give full weight to these DCF results. Additionally, the OPA continues to 
support a downward adjustment for the higher equity layer at the Camden & Rockland 
division, stating that the Commission is not setting rates or determining the return on 
equity for Maine Water as a whole, but for the Camden & Rockland division. Because it 
is currently capitalized with a higher than average 55% common-equity ratio, Camden & 
Rockland's financial risk will be lower no matter what the consolidated capitalization of 
the parent may be. 

In its exceptions, the OPA questions the Examiner's calculation of the 
capital structure percentages noted in the Examiner's Report and continues to state that 
a downward ROE adjustment is called for. The OPA also states that the risk adjustment 
made by the Examiner is not necessary, as the risks cited would be reflected in the DCF 
calculation. Lastly, the OPA continues to state that the adjustment for flotation costs is 
not necessary. 

E. Position of Rockland 

The City of Rockland did not file direct testimony in this proceeding but did 
file both a brief and reply brief. In its brief, Rockland states that MWC did not support 
the 10% ROE used in its initial filing and that the Commission should not adopt Ms. 
Ahern's proposed cost of equity of 10.85% because it rests upon her flawed model. 
Rockland supports the ROE proposed by the OPA's witness, Mr. Hill who recommends 
the use of an ROE of 8.70%. 

Rockland states that Ms. Ahern's PRPMTM model is flawed and notes that 
it has not been accepted by any commission. Rockland also notes that only consultants 
in Ms. Ahern's firm of AUS use the PRPMTM model. Rockland notes that the PRPMTM 
model is grounded on a formula using a multiplier and that the derivation of that 
multiplier is not made available to other parties for verification. Since the methodology 
cannot be verified, the results of the PRPMTM model should not be used. 

Rockland recommends that the Commission set the ROE based on the 
results of the DCF and Capital Asset Pricing Methods. Rockland notes that both Ms. 
Ahern and Mr. Hill calculated the ROE using more traditional DCF measures with similar 
results, noting that Mr. Hill believes that the DCF is somewhat overstated for MWC. 
Rockland disagrees with Ms. Ahern's upward adjustments for business and credit risk 
citing Maine Water's high level of common equity. 

In its reply brief, Rockland noted that MWC justified its high level of 
common equity on the fact that the common equity level for its other divisions was low, 
reflecting past decisions of the Commission. Rockland states that the Commission 
should decline MWs invitation to force ratepayers in the Camden & Rockland Division 
to subsidize - through ROE - the cost of water elsewhere in the state. Rockland states 
that such an approach is fundamentally unfair to Camden & Rockland ratepayers, is 
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inconsistent with the regulatory distinction between the divisions for ratemaking 
purposes and would implement an unauthorized redistribution between Maine 
communities that only the Legislature could possibly impose. Rockland states that the 
City of Rockland and its residents already bear a considerable expense for their water 
supplies and should not have to pay part of the cost of water in Bucksport, Hartland and 
Kezar Falls.’ 

F. FMC Corporation 

In its exceptions to the Examiner’s Report, FMC notes a contradiction in 
the Examiner’s Report in regard to whether an adjustment is necessary for business 
and credit risk. FMC also notes that these risks are already reflected in the results of 
the DCF model. FMC requested that the Commission adopt an ROE of 8.85% before 
flotation costs. FMC supported the OPA in its position that flotation costs were not 
necessary but noted that if the Commission were to allow these costs, the overall ROE 
would be no more than 9.00%. 

V. ANALYSIS AND DECISION 

A. Stipulation Between the Parties 

The Commission has established the following three-part test for 
reviewing stipulations and will approve stipulations when the following conditions are 
met: 

1. the parties joining the stipulation represent a sufficiently broad 
spectrum of interests that the Commission can be sure that there is 
no appearance or reality of disenfranchisement; 

2. 

3. 

the process that led to the stipulation was fair to all parties; and 

the stipulated result is reasonable and not contrary to legislative 
mandate. 

Chapter 110 5 8(D)(7). 

We find that the first prong of the test is met. The Parties to the Stipulation are 
the OPA, FMC, Rockland, and the Company. The OPA represents the customers of the 
Company in aggregate, while FMC and Rockland represent the interests of 
municipalities and large consumers. We find these parties to represent a sufficiently 
broad spectrum of interests to meet the requirements of Chapter 110 §8(D)(7). We 
consider the agreement of the OPA to be especially relevant to the determination of 
whether consumer interests are sufficiently represented, and the OPAs agreement 
weighs in favor of finding that the first prong is satisfied. 

FMC Corporation did not file a brief stating its position on the litigated issue. 
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The second prong of the test requires us to find that the process that led 
to the Stipulation was fair to all parties. We see nothing in the process leading to the 
Stipulation in this case that excluded any party, or prevented any party from 
participating in any aspect of the case or the settlement discussions. All parties had 
ample opportunity to participate in discovery, present their case, and join negotiations. 
Thus, we conclude that the second prong is met as well. 

This Stipulation was brought to us after the submission of several rounds 
of testimony and technical conferences allowed the parties to obtain a better 
understanding of the other parties’ positions. Thus we have the benefit of comparing 
the views of the parties concerning revenue requirement and rate design issues, and 
also the benefit of our own Staffs Bench Analysis. 

We find that the Stipulation meets the third prong of our test and provides 
a reasonable resolution to the matters that it addresses consistent with our prior 
treatment of these matters. Additionally, it resolves these issues without the need for 
further litigation and the costs associated with such litigation. 

B. Rate of Return Analvsis 

The only issues absent from the Stipulation of the parties are the proper 
rate of return to be collected through rates for water service by the Company and the 
proper treatment of rate case expenses. We address both in turn below. While parties, 
in particular the OPA, questioned the Company’s capital structure in exceptions to the 
Examiner’s Report, we accept the stipulation between the parties regarding the 
Company’s capital structure and therefore do not address those arguments. 

1. Credit Risk and Business Risk Adiustments 

Ms. Ahern proposes to add 40 basis points to the return on 
common equity to reflect the Company’s greater business risk as compared to the proxy 
group and 17 basis points to reflect the Company’s greater credit risk as compared to 
the proxy group. Ms. Ahern describes business risk to all utilities to include the quality 
of management, the regulatory environment, customer mix and concentration of 
customers, service territory growth, capital intensity and size, which have a direct 
bearing on earnings. She further states that the water industry has additional risk as it 
is the only utility product which is intended for customers to ingest and its quality is of 
paramount importance to the health and well-being of customers. The water industry, 
therefore, is subject to additional and increasingly strict health and safety regulations. 
Ms. Ahern goes on to further describe the water utility operating and regulatory 
environment. When questioned regarding the specific 40 basis point upward 
adjustment, Ms. Ahern stated that it is “strictly based on the small size of Maine Water 
relative to the size of the proxy companies.” January 14, 2014 Tr. at 46. 

Ms. Ahern also recommends an upward adjustment of 17 basis 
points based on a comparison of the average bond rating of the proxy group of water 
companies to that of the parent of Maine Water, and, by extension, to Maine Water. 
Ms. Ahern states the bond rating for Maine Water would likely be A/A- by S&P and 
A2/A3 by Moody’s, compared to an average bond rating of the proxy group of AI/A2 by 
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Moody’s. She then applies an upward adjustment equal to one-third of the recent 
average spread between Moody’s A and Baa rated public utility bonds. 

The OPA disagrees with Ms. Ahern’s assessment of the necessity 
to increase the indicated return for business risk, credit risk or flotation costs. 

While we concur that the evidence does support an upward 
adjustment to the return on equity based on the business risk and credit risk presented 
by Maine Water, we do not adopt the specific values assigned to those risks as 
recommended by Ms. Ahern. The business and credit risks identified by the Company 
are differentiating factors relative to the proxy groups used by Mr. Hill and Ms. Ahern 
that support such an upward adjustment beyond the mid-point of the range offered by 
the witnesses. Each consultant has provided testimony deriving an indicated return on 
equity using the Commission’s preferred DCF model2 and other widely used models 
and based on a proxy group of market-traded water companies. The general industry 
risks that Ms. Ahern identifies in her testimony are common to all the companies in the 
proxy group and therefore would already be reflected in the market based equity return 
analysis provided. We do note, however, that there are other specific considerations 
that support an upward adjustment. Current interest rates remain at historically low 
levels and the outlook for future increases in interest rates may have an effect on capital 
costs. We also note that Maine Water is a small company compared to the proxy 
groups used by the witnesses and does have a significant reliance on one specific 
industrial customer, FCM. We once again note that Maine Water is exceptionally helpful 
to the water industry in Maine and its customer satisfaction is good. While we cannot 
put a quantitative value on these points, the Commission must use its judgment to set a 
final ROE for utilities it regulates. 

Finally, while Maine Water and the water industry as a whole, is 
capital intensive, we do not necessarily agree that it is more capital intensive than all 
other utility industries. Although the financial pressures resulting from the need to make 
infrastructure investments can be challenging, the Legislature and the Commission 
recently provided water utilities in Maine with the opportunity to file for a temporary 
surcharge to allow for recovery of infrastructure investment without filing a full rate case. 
See Chapter 675 of the Commission’s Rules. This will reduce the regulatory lag for 
recovery of costs related to the investment in infrastructure and reduces the need for 
any additional adjustments to the allowed return on equity to account for the capital 
intensity of the industry. 

C. Cost of Equitv 

Both the Company witness and the OPA witness presented cost of capital 
testimony based on DCF analysis and provided corroborating analyses using the CAPM 

See Consumers Maine Wafer Company - Camden/Rock/and, Proposed Rate 
Change (5.88% Increase in Revenue), Docket No. 2000-1 75, Order, Pt. 2 at 30 
(September 26, 2000). (“We prefer the DCF model to other models because it is the one 
model that requires equity investors to “put their money where their mouths are,” in that 
it requires the use of a current stock price.”) 
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model and various risk premium models. Mr. Hill recommends a cost of equity of 8.70% 
and Ms. Ahern recommends a cost of equity of 10.85%. As noted, this Commission has 
preferred the DCF model and looks to the results of other models as a check on the 
discounted cash flow results and continues to do so herein. In this case, the DCF 
model results presented in the testimony are remarkably similar. Although Mr. Hill and 
Ms. Ahern take slightly different approaches to the specific application of the model and 
use slightly different water proxy groups and Mr. Hill includes uses a gas distribution 
proxy group, the indicated equity returns are in the same range. Mr. Hill derives an 
indicated return using the DCF model of 8.79% for the water companies and 8.97% for 
the gas companies. The average ROE derived by Ms. Ahern using the DCF model for 
the utility comparable sample is 8.87%. 

The testimony provided by the Company and OPA consultants in this case 
diverges, however, when the results of the corroborating analyses are considered. Ms. 
Ahern derives an indicated cost of equity using alternative models and incorporating 
results from her PRPMTM model to support a recommended cost of equity of 10.15%, 
before adding her recommended adjustments for credit risk, business risk and floatation 
costs. As provided in response to an OPA data request, Ms. Ahern recalculated her 
indicated ROE excluding PRPMTM results and derived a somewhat lower range of 
results as shown in Table 3 below.3 

Table 3. 

Proxy Group of Nine Proxy Group of Nine 
Water Companies Water Companies 

lwith PRPMTM) jwithout PRPMTM) 

Discounted Cash Flow Model 8.30% 8.30% 

Risk Premium Model 11.29% 9.11% 

Capital Asset Pricing Model 9.80% 8.71% 

Cost of Equity Models Applied to 
Comparable Risk, Non-Price 
Regulated Companies 10.50% 9.81 % 

OPA-003-010 Attachment 10 

We are not convinced that we should accept results based on a newly 
derived analytical model that has not yet been rigorously vetted. As acknowledged by 
Ms. Ahern, the PRPMTM model is one that was developed by her consulting firm 
Associated Utility Services (AUS) and has been used only by AUS cost of equity 
consultants since 2012. January 14, 2014 Tr. at 37. To the best of Ms. Ahern’s 

The result shown under the DCF model is the median result as reported by Ms. 
Ahern, the average is 8.87%. 
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knowledge, no other utility cost of capital consultants uses the PRPMTM methodology 
and no state commission has adopted it. January 14, 2014 Tr. at 39-40. As stated by 
Mr. Hill, the model does not easily lend itself to analysis and independent verification of 
accuracy. At this point, we are not prepared to incorporate the results of the analysis 
using the PRPMTM inputs into our determination of an appropriate ROE in this case. 
This does not however preclude us from future reliance once the model is fully vetted by 
academia and other regulatory bodies. 

We are, therefore, presented with expert testimony that establishes an 
overall range of indicated ROE from 7.87% to 9.81% with a mid-point of 8.85%. In 
determining a return on equity in this case, we conclude that it is appropriate to choose 
a point that is higher than the midpoint of the reasonable ROE range because of various 
risk factors identified by the Company. Specifically, we conclude that the Company 
does present a higher risk profile than the proxy groups used in the analysis because 
the water utility peer group appears to have a somewhat higher credit rating than 
Camden & Rockland. Additionally, the Company does have a single, large industrial 
customer that has shown declining consumption over the past several years, a risk 
factor that is commonly recognized in the utility industry. Finally, the Company has also 
seen declining consumption in the residential class over recent years, at a time when it, 
as well as other water utilities, are facing significant infrastructure replacement needs. 
As we noted in Docket 2000-175 , “We have not attempted to assign a particular value 
in basis points to any of the factors noted above, and would caution the parties against 
trying to do so in future rate cases.” Docket No. 2000-1 75, Sept. 29, 2000 Order at 29. 
As then, we simply state here that the risk factors contribute to our decision to allow a 
9.35% return on equity (before floatation costs) that rests in the upper quartile of the 
range suggested by the analysis. 

D. Floatation Costs 

The Company has proposed a return on equity of 10% which would 
include a floatation cost adjustment. In her testimony, Ms. Ahern describes the 
academic literature supporting a floatation cost adjustment and provides an example 
demonstrating the need for an upward adjustment to ROE to account for floatation cost. 
Ahern Pref. Test. at 57-60. She then recommends a specific adjustment of 14 basis 
points derived by modifying her DCF calculations to provide a dividend yield that would 
reimburse investors for issuance costs in accordance with the cited literature. The 
flotation cost adjustment recognizes the costs of issuing equity that were incurred by the 
parent of Maine Water since 2003. 

We have recognized the need for and allowed a floatation cost adjustment 
for Maine Water in the past.4 We find the calculations provided by Ms. Ahern 
acceptable and agree that a floatation cost adder of 14 basis points in this case is 
appropriate. Thus, we conclude that a 9.50% overall ROE is appropriate. 

Consumers Maine Wafer Company - Camden/Rockland, Proposed Rate 
Change (5.88% Increase in Revenue), Docket No. 2000-1 75, Order, Pt. 2 at 14 
(September 26, 2000). 
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E. Summarv and Revenue Effect 

The evidence in the record supports an overall equity return of 9.50% 
(including floatation costs). Applying this ROE to the rate base in the Company's 
original filing and agreed to by the parties results in a required return of $1,618,420. 

VI. Rate Case Expense 

proposed to normalize this cost over three years, for an annual normalized amount of 
$4,190. The test year included rate case expenses of $8,580 so MWC proposed an 
adjustment that would reduce the test year rate case expense by $4,390, thereby 
reducing the revenue requirements. We agree that this initial component of rate case 
expense should be normalized over three years for purposes of calculating revenue 
req u i rement . 

In its initial filing, MWC estimated the total rate case expense to be $12,570 and 

In its Reply Brief, MWC estimated that actual rate case expenses are currently 
$45,232, an increase of $32,662. The stipulation agreed to a level of rate case 
expenses of $52,750, an additional increase of $7,338 for a total increase of $40,000. 
MWC did not include a proposal for how it would reflect these increased costs in its 
rates. If MWC were to use the same methodology as included in its initial filing and 
amortize the total amount over three years, the annual normalized amount reflected in 
rates for rate case expense would increase by $13,393, from $4,190 to $17,583. As it 
appears that this increase in rate case expense stems largely from litigating the return 
on equity aspect of this case, we do not believe that this increase in rate case expense 
should be normalized over three years. The last time return on equity was litigated was 
in Docket No. 2000-1 75, approximately 14 years ago. Therefore, we believe that a 
normalization period of ten years is more representative of the period of time between 
cases in which the return on equity is litigated. Thus, the rate case expense consists of 
the initial $12,570 normalized over a three year period, or $4,190 annually, plus the 
incremental rate case expense associated with the litigation of ROE of $40,000 
normalized over a ten year period, or $4,000. The resultant total normalized annual rate 
case expense reflected in rates would be $8,190, assuming that costs remain as 
indicated in the Reply Brief. 

VII. CONCLUSION 

A. Stipulation 

We find that the Stipulation filed on March 11, 2014 meets all the 
requirements of Stipulations and therefore approve it setting operation and maintenance 
expenses, except for rate case expenses at $2,268,698. 

B. Return on Equitv and Rate Case Expenses 

We find the appropriate ROE for the Company to be 9.50% and the rate 
case expense of $8,190 calculated as noted above. 
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The ref0 re, we 

O R D E R  

1. The Stipulation filed on March 11, 2014 is approved; 

2. The Company's ROE is set at 9.50%; 

3. The Company's rate case expense to be included in rates as described above 

4. The Company shall make a compliance filing, including revised tariff sheets, 

is $8,190; and 

reflecting the decisions in this Order. 

Dated at Hallowell, Maine, this 2!jth day of March, 2014. 

BY ORDER OF THE COMMISSION 

/s/Harry Lanphear 

Harry Lanphear 
Administrative Director 

COMMISSIONERS VOTING FOR: Welch 
Littell 
Vannoy 
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~ 1. Reconsideration of the Commission's Order may be requested under Section 
11 (D) of the Commission's Rules of Practice and Procedure (65-407 C.M.R. 1 IO) 
within 20 days of the date of the Order by filing a petition with the Commission 
stating the grounds upon which reconsideration is sought. Any petition not 
granted within 20 days from the date of filing is denied. 

NOTICE OF RIGHTS TO REVIEW OR APPEAL 

5 M.R.S. § 9061 requires the Public Utilities Commission to give each party to an 
adjudicatory proceeding written notice of the party's rights to review or appeal of its 
decision made at the conclusion of the adjudicatory proceeding. The methods of review 
or appeal of PUC decisions at the conclusion of an adjudicatory proceeding are as 
follows: 

2. Appeal of a final decision of the Commission may be taken to the Law Court by 
filing, within 21 days of the date of the Order, a Notice of Appeal with the 
Administrative Director of the Commission, pursuant to 35-A M.R.S. 5 1320(1)- 
(4) and the Maine Rules of Appellate Procedure. 

3. Additional court review of constitutional issues or issues involving the justness or 
reasonableness of rates may be had by the filing of an appeal with the Law 
Court, pursuant to 35-A M.R.S. § 1320(5). 

Note: The attachment of this Notice to a document does not indicate the Commission's 
view that the particular document may be subject to review or appeal. Similarly, the 
failure of the Commission to attach a copy of this Notice to a document does not 
indicate the Commission's view that the document is not subject to review or appeal. 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
D O C m T  NO. WS-Ol303A-14-0010 

The direct testimony of Staff witness John A. Cassidy addresses the following issues: 

CaDital Structure - For four EPCOR Water Arizona, Inc. (“Company”) districts (Mohave Water, 
Mohave Wastewater, Paradise Valley Water and Sun City Water) in this proceeding, Staff 
recommends that the Commission adopt a capital structure consisting of 59.76 percent debt and 
40.24 percent equity. For the Tubac Water district, Staff recommends that the Commission adopt a 
capital structure consisting of 58.53 percent debt and 41.47 percent equity. 

Cost of Equitv - Staff recommends that the Commission adopt a 9.5 percent cost of equity for the 
Company. Staffs estimated cost of equity for the Company is based on the 8.9 percent average of 
its discounted cash flow method (“DCF”) cost of equity methodology estimates for the sample 
companies of 8.6 percent for the constant-growth DCF model and 9.2 percent for the multi-stage 
DCF model. Staffs recommended cost of equity includes an upward economic assessment 
adjustment of 60 basis points (0.6 percent). 

Cost of Debt - Staff recommends that the Commission adopt a 4.3 percent cost of debt for the 
Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts, and a 4.0 
percent cost of debt for the Tubac Water district. 

Overall Rate of Return - Staff recommends that the Commission adopt a 6.4 percent overall rate of 
return for the Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water 
dstricts, and a 6.2 percent overall rate of return for the Tubac Water district. 

Ms. Ahem’s Testimonv - The Commission should reject the Company’s proposed 10.7 percent 
return on equity (“ROE’’) for the following reasons: 

Ms. Ahem’s primary cost of equity estimation model is the Predictive Risk Premium Modelm 
(“PRPMm’), and PRPMm derived cost of equity metrics permeate her entire analysis. Cost of 
equity estimates obtained from the PRPMTM model overstate the market cost of equity; thus, use of 
PRPMm derived metrics in Ms. Ahem’s Risk Premium Model using an Adjusted Total Market 
Approach, Capital Asset Pricing Model (“CAI’M) and Empirical Capital Asset Pricing Model 
(“ECAPM’) overstates cost of equity estimates obtained from these models, as well. No weight 
should be given to cost of equity estimates obtained from the PRPMTM model as (i) the critical 
values input into the model have been hardcoded into the excel Be, and (i) Ms. Ahem makes an 
invalid assumption concerning the date the common stock of at least five of her nine sample 
companies initially became publicly traded. In Ms. Ahem’s CAPM and ECAPM models, use of a 
forecasted risk free rate overstates the cost of equity. In Ms. Ahem’s Risk Premium Model using a 
Total Market Approach, use of a forecasted ‘Aaa’ corporate bond yield overstates the cost of equity. 
Ms. Ahem’s ECAPM cost of equity results should be given no weight, as they are overstated by 
means of an unnecessary and redundant beta adjustment. Ms. Ahem’s proposed 10.7 percent cost 
of equity is inflated by means of a 44 basis point upward credit risk adjustment and a 30 basis point 
upward business risk adjustment. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Commissionyy) in the Utilities Division (“Staff 3. My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Briefly describe your responsibilities as a Public Utilities Analyst. 

I am responsible for the examination of financial and statistical information included in utility 

rate applications and other financial matters, including studies to estimate the cost of capital 

component in rate f i g s  used to determine the overall revenue requirement, and for 

preparing written reports, testimonies and schedules to present Staffs recommendations to 

the Commission on these matters. 

Please describe your educational background and professional experience. 

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of 

Library Science degree from the University of Arizona, and a Master of Business 

Adrmnistration degree with an emphasis in Finance from Arizona State University. While 

pursuing my MBA degree, I was inducted into Beta Gamma Sigma, the National Business 

Honor Society. I have passed the CPA exam, but opted not to pursue certification. I have 

worked professionally as a librarian, financial consultant and tax auditor and served as Staffs 

cost of capital witness in rate case evidentmy proceedings in my current as well as in a past 

tenure as a Commission employee. 

What is the scope of your testimony in this case? 

My testimony provides Staffs recommended capital structure, cost of debt, cost of equity, 

and overall rate of return (“ROR”) for establishing the revenue requirements for EPCOR 
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Water Arizona, Inc. (“EPCOR,” “EWAZ,” or “Company”) in the Company’s pending rate 

application. 

Q. 

A. 

Please provide a brief description of EPCOR. 

Collectively, EWAZ is a Class “A” public service corporation engaged in providing water and 

wastewater utiLity service in several different parts of Arizona, pursuant to Certificates of 

Convenience and Necessity granted by the Commission. During the test year ended June 30, 

2013, the Company served approximately 44,529 water and 1,448 wastewater service 

connections in the districts included in this rate filing.* 

Summary of Testimoy and Recommendations 

Q. 

A. 

Briefly summarize how Staffs cost of capital testimony is organized. 

Staffs cost of capital testimony is presented in eleven sections. Section I is t i s  introduction. 

Section I1 discusses the concept of weighted average cost of capital (“WACC’). Section I11 

presents the concept of capital structure and presents Staffs recommended capital structure 

for EWAZ in this proceeding. Section IV presents Staffs cost of debt for the Company. 

Section V discusses the concepts of cost of equity and risk. Section VI presents the methods 

employed by Staff to estimate EWAZ’s cost of equity. Section VI1 presents the findings of 

Staffs cost of equity analysis. Section VI11 presents Staffs final cost of equity estimates for 

EWAZ. Section X presents Staffs 

comments on the direct testimony of the Company’s witness, Ms. Pauline M. Ahern. Finally, 

Section XI presents Staffs conclusions. 

Section LX presents Staffs ROR recommendation. 

1 Mohave Water District 16,067 connections; Paradise Valley Water District 4,862 connections; Sun City Water District: 
23,004 connections; Tubac Water District: 596 connections; and Mohave Wastewater District 1,448 connections. 
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Q. 
A. 

Q. 

A. 

Have you prepared any exhibits to accompany your testimony? 

Yes. I prepared nine Schedules (JAC-1 to JAC-9), two Exhibits (JAC-A to JAC-B), and nine 

Attachments (Attachment A -Attachment I) which support Staff’s cost of capital analysis. 

What is Staffs recommended ROR for EPCOR? 

On a consolidated basis, Staff recommends a 6.4 percent overall ROR for the Company’s 

Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts, as 

shown in Schedule JAC-1. Staffs ROR recommendation for these four districts is based on 

the following: (1) a capital structure composed of 59.76 percent debt and 40.24 percent 

equity; (2) a cost of debt of 4.3 percent; and (3) a cost of equity of 9.5 percent, calculated as 

the simple average of the two cost of equity estimates for the sample companies derived from 

Staffs discounted cash flow (“DCF”) estimation methodologies (8.6 percent from Staff’s 

constant growth DCF model and 9.2 percent from Staffs multi-stage DCF model), plus the 

adoption of a 60 basis point upward economic assessment adjustment. 

On a standalone basis, Staff recommends a 6.2 percent overall ROR for the Company’s 

Tubac Water district, as shown in Schedule JAC-1. Staffs ROR recommendation for this 

EWAZ district is based on the following: (1) a capital structure composed of 58.53 percent 

debt and 41.47 percent equity; (2) a cost of debt of 4.0 percent; and (3) a cost of equity of 9.5 

percent, calculated as the simple average of the two cost of equity estimates for the sample 

companies derived from Staffs DCF estimation methodologies (8.6 percent from Staffs 

constant growth DCF model and 9.2 percent from Staff’s multi-stage DCF model), plus the 

adoption of a 60 basis point upward economic assessment adjustment. 

Staff continues to develop and analyze the indicated cost of equity estimates derived from the 

two capital asset pricing model (“CAPMY) estimation methodologies historically considered 
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and relied upon by Staff. However, at the present time Staff is recommending that the 

Commission place less emphasis on CAPM results due to the continuing divergence of the 

CAPM-indicated cost of equity results relative to those derived by the DCF model. 

Q. 

A. 

Mr. Cassidy, briefly explain why the cost of equity estimates derived from the CAPM 

have become problematic in today’s economic environment. 

In an effort to recover from the economic recession of 2008, the United States Federal 

Reserve (“The Fed”) initiated a monetary policy intended to stimulate economic growth and 

reduce unemployment by keeping the federal funds rate at a level between 0 to ‘/4 percent.2 

The federal funds rate is the central bank’s key tool to spur the economy and a low rate is 

thought to encourage spendkg by making it cheaper to borrow money. In addition, in an 

effort to put downward pressure on longer-term interest rates, the Fed initiated a policy of 

quantitative easing3 wherein the U.S. central bank would purchase US. Treasury mortgage- 

backed securities by reinvesting the principal payments from its holdings of agency debt and 

agency mortgage-backed securities, and of rolling over maturing Treasury securities at 

a ~ c t i o n . ~  As a consequence, the low interest rate environment engineered by the Fed has 

compelled investors to seek out higher yields on investment wherever they may be found, 

resulting in the equity markets having recently achieved new all-time hcghs: and forecasted 

2 The federal funds rate is the interest rate charged to banks by the Fed for overnight transfers of funds. 
3 Quantitative easing is an unconventional monetary policy in which a central bank purchases government securities or 
other securities from the market in order to lower interest rates and increase the money supply. Quantitative easing 
increases the money supply by flooding financial institutions with capital in an effort to promote increased lending and 
liquidity. Quantitative easing is considered when short-term interest rates are at or approaching zero, and does not involve 
the printing of new banknotes. 
4 In a Press Release issued October 29, 2014, the Fed announced that it would condude its asset purchase program, 
thereby putting an end to its use of quantitative easing @e., adding to its holdings of agency mortgage-backed securities at 
a pre-determined monthly rate) as a monetary policy instrument. In making the announcement, the Fed indicated that 
there had been substantial improvement in the outlook for the labor market since the inception of its current asset 
purchase program effective program, and that it continued to see sufficient strength in the broader economy to support 
ongoing progress toward maximum employment in a context of price stability. The Fed indicated, however, that it would 
maintain its existing policy of reinvesting principal payments from its holdings of agency debt and agency mortgage- 
backed securities in agency mortgage-backed securities and of rolling over maturing Treasury securities at auction. 
(htt~: / /www. federalreserve.mv/newsevents /mess lmonetaq I201 41 029a.htm) 
5 On November 24,2014, the Dow Jones Industrial Average reached a new all-time closing htgh of 17,817.90, and an all- 
time intra-day htgh of 17,894.83 on November 21, 2014. Similarly, the S&P 500 Index reached a new all-time closing 
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dividend yields continuing to remain at low levels.6 At present, these factors, in combination 

with one another, have led to unusually low cost of equity estimates being obtained from the 

CAPM model. Accordingly, in Staffs judgment the cost of equity estimates derived from the 

CAPM should not be given their traditional weighting for purposes of setting rates until such 

time that market conditions change.’ 

EPCOR ’s Proposed Overall Ra te  of Return 

Q. 

A. 

Briefly summarize EPCOR’s proposed consolidated capital structure, cost of debt, 

cost of equity, and overall ROR for this proceeding. 

Table 1 summarizes the Company’s proposed consolidated capital structure, cost of debt, 

cost of equity and overall ROR in this proceeding 

Table 1 

Weighted 
Weight cost cost 

Long-term Debt 59.76% 4.29% 2.56% 
Common Equity 40.24% 10.70% 4.31 ‘/o 
Cost of CaDital/ROR 6.87% 

EWAZ is proposing an overall ROR of 6.87 percent. 

high of 2,069.41 on November 24, 2014, and an all-time intra-day high of 2,074.21 on November 25, 2014 (Source: 
Yahoo! Finance). 
6 As reported in the Value Line Investment Samey, S.ummary Q Index, the median estimated dividend yield (next 12 months) 
of all dividend paying stocks under its review is currently at 2.0 percent (Value fine, November 28,2014 issue). 

Recently, there has been much speculation that the Fed might signal a change in monetary policy, and on the eve of the 
release of the Fed’s most recent policy statement, many anticipated that the words, “considerable time,” might be 
removed from the guidance it provides as to when a change in the federal funds rate might take place. In a press release 
issued on December 17,2014, however, these words had not been removed from the pdance provided by the Fed. 
@ t t ~ :  / /~~~.federalTe~er~e.~ov/ne~vsevents/~ress/moneta~/20141217a.htm) 
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11. THE WEIGHTED AVERAGE COST OF CAPITAL 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Briefly explain the cost of capital concept. 

The cost of capital is the opportunity cost of choosing one investment over others with 

equivalent risk. In other words, the cost of capital is the return that stakeholders expect for 

investing their financial resources in a determined business venture over another business 

venture. 

What is the overall cost of capital? 

The cost of capital to a company issuing a variety of securities (i.e., stock and indebtedness) is 

an average of the cost rates on all issued securities adjusted to reflect the relative amounts for 

each security in the company’s entire capital structure. Thus, the overall cost of capital to a 

firm is its weighted average cost of capital (‘WACC’’). 

How is the WACC calculated? 

The WACC is calculated by adding the weighted expected returns of a fit-m‘s securities. The 

WACC formula is: 

Equation 1. 

WACC = Wi*ri 

n 

i = l  

In this equation, Wi is the weight given to the i* security (the proportion of the i* security 

relative to the portfolio) and ri is the expected return on the i* security. 

Can you provide an example demonstrating application of Equation l? 

Yes. For t h i s  example, assume that an entity has a capital structure composed of 60 percent 

debt and 40 percent equity. Also, assume that the embedded cost of debt is 5.0 percent and 
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the expected return on equity, i.e., the cost of equity, is 10.0 percent. Calculation of the 

WACC is as follows: 

WACC = (60% * 5.0%) + (40% * 10.0%) 

WACC = 3.0% + 4.0% 

WACC=7.0% 

The weighted average cost of capital in this example is 7.0 percent. The entity in this example 

would need to earn an overall rate of return of 7.0 percent to cover its cost of capital. 

111. CAPITAL STRUCTURE 

Backgmumd 

Q. 
A. 

Q. 

A. 

Please explain the capital structure concept. 

The capital structure of a firm is the relative proportions of each type of security: short-term 

debt, long-term debt (including capital leases), preferred stock and common stock that are 

used to fhance the hrm ' s  assets. 

How is the capital structure expressed? 

The capital structure of a company is expressed as the percentage of each component of the 

capital structure (capital leases, short-term debt, long-term debt, preferred stock and common 

stock) relative to the entire capital structure. As an example, the capital structure for an entity 

that is financed by $20,000 of short-term debt, $85,000 of long-term debt (including capital 

leases), $15,000 of preferred stock and $80,000 of common stock is shown in Table 2. 
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YO 

Long-Term Debt 
1 Short-Term Debt 1 $20,000 I ($20,000/$200,000) 1 10.0% 1 

$85,000 I ($85,000/$200,000) 42.5 '/o 
Preferred Stock $15.000 I ~$15,000/$200,000~ 7.5% 

( T o t a l  
Common Stock 

I 100% 1 
.. , . 

~ 8 O l O O O  ~$80,000/$200~00~ I 40.0% 
$ 2 0 0 , 0 0 0 

I I I 

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 

percent long-term debt, 7.5 percent preferred stock and 40.0 percent common equity. 

Q. 
A. 

Q. 

A. 

What capital structure does EWAZ propose for purposes of this proceeding? 

As shown in the Company's Revised D-1 @age 2) Schedules, EPCOR proposes a projected 

test-year end capital structure composed of 59.76 percent long-term debt and 40.24 percent 

common equity for its Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun 

City Water districts. For its Tubac Water district, the Company proposes a projected test-year 

end capital structure composed of 59.84 percent long-term debt and 40.16 percent common 

equity. 

Ms. Sheryl L. Hubbard is the company witness sponsoring the D Schedules in this 

docket. Does the narrative of her direct testimony include a discussion of the 

Company proposed capital structure in th is  proceeding? 

No, Ms. Hubbard's direct testimony makes no reference to capital structure.8 

8 See Hubbard Direct, pp. 21-22. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In light of the above, does Staff have reason to believe that for purposes of this 

proceeding EPCOR wishes to have the rates of its five EWAZ districts established 

based upon a consolidated capital structure? 

Yes, it would appear so. In her direct testimony, Ms. Hubbard states that the “Schedule D-2 

displays an average cost of long term debt of 4.29 per~ent .~ Additionally, the executive 

summary  of her testimony asserts that “EWAZ’s cost of capital is not less than 6.87%. The 

average cost of long-term debt is 4.29% and the cost of equity is 10.70°/~.”10 Thus, implicit in 

these statements is the suggestion that each of the five EWAZ districts in this proceedmg has 

the same capital structure, as well as the same cost of service. 

Why does the Company exclude the balance of short-term debt reported for each of 

the five EWAZ districts as of the June 30, 2013 test-year end from the Company- 

proposed projected test-year end capital structures for each district? 

The Company’s application is silent on this point.” However, as shown in the Company’s 

2013 Annual Report filed with the Commission, the $8,560,000 short-term debt reported on a 

total company basis in Schedule D-1 Revised (Page 1) was due to mature on January 15, 

2014.” 

Why does EWAZ propose a capital structure for its Tubac Water district different 

from that of the other four districts in this proceeding? 

Unlike the other four EWAZ districts, the debt component in the Tubac Water district 

capital structure is comprised, in part, of long-term debt obtained from the Water 

See Hubbard Direct, p. 21, line 23. It should be noted that the long-term debt balances shown in the Company’s 
Schedule D-2 Revised as of the June 30,2013 test-year end reflect the balances of long-term debt outstanding at the 
parent level, and not at the district level. 
10 See Hubbard Direct (Executive Summary), p. ii, lines 3-4. 
11 See Hubbard Direct, pp. 21-22. 
l2 See 2013 EWAZ Annual Report, Page 12 attachment (Description of debt). 
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Infrastructure Financing Authority of Arizona (‘WIFA’’).13 This low-cost debt was obtained 

to finance the construction of an arsenic treatment facility in 2009, prior to the time the utility 

was acquired by EPCOR from Arizona-American Water Company (“Arizona-American”) .I4 

In response to Staff data request JAC 9-3, the Company indicated that the capital structures 

for each of its five districts in this proceeding had been allocated on the basis of rate base, 

with the debt component being comprised of replacement debt issued to facilitate the 

acquisition of its EWAZ properties from Arizona-American.” As further noted in the 

Company’s response, the Tubac Water district represented an exception to this general 

practice, as the low-cost WIFA debt was reserved for inclusion in the Tubac Water district 

capital structure “to provide the benefit of this low cost financing to the customers for which 

the financing was incurred.”lG Thus, it is the presence of low-cost WIFA debt in the Tubac 

Water district capital structure explains why the Company-proposed capital structure for this 

district is different from that of the other four EWAZ districts in this proceeding. 

Q. 
A. 

Q. 

A. 

Does Ms. Hubbard discuss th is WIFA loan debt in her direct testimony? 

No. 

As of the June 30,2013 test-year end, what was the balance of outstanding long-term 

WIFA debt reserved for inclusion in the Tubac Water district capital structure? 

As shown in Schedule D-2 Revised (Page l), as of the June 30,2013 test-year end, the Tubac 

Water district had outstanding WIFA debt of $761,134.17 

13 The Commission approved this WIFA loan debt in Decision No. 71168, dated June 16,2009 pocket No. WS- 

14 The acquisition, by EPCOR, of its EWAZ properties from Arizona-American was approved by the Commission in 
Decision No. 72668, dated November 17,2011 (Docket No. W-01303A-11-0101). 
15 Authority to issue this long-term repIacement debt was granted by the Commission in Decision No. 72668. 
16 See attached Company response to Staff Data Request JAC 9-3. 
17 As shown in this same Schedule D-2 Revised page l), the Company’s projected test year end capital structure for 
Tubac Water gives no recognition to amortization of WIFA debt pnnupal, as the reported balance of outstanding WIFA 
loan debt remains unchanged at $761,134. 

01303A-09-0152). 



Direct Testimony of John A Cassidy 
Docket No. WS-01303A-14-0010 
Page 11 

Q. And as of this same June 30, 2013 test-year end, what dollar amount of long-term 

EPCOR replacement debt did the Company allocate to the Tubac Water district on 

the basis of rate base? 

As shown in Schedule D-1 Revised (Page 2), the Tubac Water district had total long-term 

debt of $941,304 as of the June 30, 2013 test-year end. Thus, on the basis of rate base, the 

Company allocated a total of $180,170 of long-term EPCOR replacement debt to the Tubac 

Water district, computed as total long-term debt less the WIFA debt component ($941,304- 

A. 

$761,134 = $180,170). 

Q. You indicated that for each district, the Company proposes a projected test-year end 

capital structure. Does Staff have concerns regarding the manner in which EWAZ 

computes the dollar value of reported long-term debt and common equity in the 

projected test-year end capital structure for each district in this proceeding? 

Yes. As shown in the Company’s Schedule D-1 Revised (Page 2) filed for each district, the 

reported June 30, 2013 test-year end capital structure is comprised of long-term debt, short- 

term debt, and stockholders’ equity, while the projected test-year end capital structure for 

each district consists only of long-term debt and stockholders’ equity. However, despite the 

absence of short-term debt in the projected test-year end capital structure, for each district 

the total combined dollar amount of debt and equity capital reported is the same in both the 

June 30, 2013 test-year end and projected test-year end capital structures. EWAZ achieves 

this by making a pro rata allocation of short-term debt reported in the test-year end capital 

structure to the long-term debt and stockholders’ equity balances reported in that same test- 

year end capital structure, and in so doing artificially inflates the carrying value of both long- 

term debt and common equity in its proposed projected test-year end capital structure for 

each district. 

A. 
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Q. 

A. 

Q. 

A. 

Does the methodology employed by EWAZ to compute the dollar value of reported 

long-term debt and common equity in the projected test-year end capital structure 

overstate the Company-proposed weighted cost of debt for any EWAZ district in this 

proceeding? 

Yes, for the Tubac Water district, due to the presence of low-cost WIFA debt in the capital 

structure; for the other four EWAZ districts, no. 

Please describe how the methodology employed by EWAZ overstates its proposed 

weighted cost of debt for the Tubac Water district in th is proceeding. 

As shown in the Tubac Water Schedule D-1 Revised (Page 2), the June 30,2013 test-year end 

capital structure reports total capital of $1,607,775, consisting of $941,304 in long-term debt, 

$34,767 in short-term debt, and $631,704 of common equity. Exclusive of short-term debt, 

total capital in this June 30,2013 test-year end capital structure falls to $1,573,008, comprised 

solely of the reported test-year end balances of long-term debt and common equity ($941,304 

+ $631,704 = $1,573,008). As noted earlier, as of the test-year end the Tubac Water district 

had outstanding WIFA debt of $761,134. Thus, in percentage terms, as of the June 30,2013 

test-year end Tubac Water district’s WIFA debt comprised 80.86 percent of total long-term 

debt ($761,134/$941,304 = 0.8086), and 48.39 percent of total capital ($761,134/$1,573,008 

0.4839). However, given the methodology @e., pro rata allocation of short-term debt) 

employed by EWAZ to compute the projected test-year end capital smcture for its Tubac 

Water district, as shown in Schedule D-1 Revised (Page 2), long-term debt increases from 

$941,304 to $962,109 (a $20,805 increase), and common equity increases from $631,704 to 

$645,666 (a $13,962 increase), for total capital of $1,607,775 ($962,109 + $645,666).’* As a 

consequence, in percentage terms the WIFA debt component falls to 79.11 percent of total 

18 Collectively, the increase in reported long-term debt and stockholders’ equity increases total projected test-year end 
capital by $34,767 ($20,805 + $13,962), a figure equating to the dollar amount of short-term debt reported in the June 30, 
2013 test-year end capital structure presented in Schedule D-1 Revised page 2). 
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long-term debt ($761,134/$962,109 = 0.7911), and 47.34 percent of total capital 

($761,134/$1,607,775 = 0.4734). Thus, by overstating the dollar amount of long-term debt 

and common equity reported in the Company-proposed projected test-year end capital 

structure for its Tubac Water district, the relative weighting and influence of low-cost WIFA 

debt within the capital structure is diminished, resulting in an overstatement to the welghted 

cost of debt. 

Q. 

A. 

Q. 

A. 

Could the Company have achieved the same proposed capital structure for each of its 

five EWAZ districts had the computation been based upon dollar balances of long- 

term debt and stockholders’ equity reported in the June 30,2013 test-year end capital 

structure for each district? 

Yes, and had EPCOR computed its recommended capital structure in this fashion, there 

would have been no overstatement to the Company-proposed weighted cost of debt for the 

Tubac Water district. 

In closing on this point, what is the cost rate associated with the short-term debt 

reported in the June 30,2013 test-year end capital structure for each EWAZ district in 

this proceeding? 

As shown in Schedule D-1 Revised (Page 2), the cost rate of the short-term debt reported in 

the June 30, 2013 test-year end capital structure for each EWAZ district is 0.31 percent per 

annum.lg 

l9 In the Company‘s 2013 AM& Report, the cost rate associated with this short-term debt is reported to be 0.270% per 
annum. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In light of the above, this would suggest that the Company’s methodology inflates the 

higher-cost long-term debt and common equity balances reported in the Company- 

proposed projected test-year end capital structures for each EWAZ district with what 

had formerly been low cost short-term debt, correct? 

Yes. Effectively, the Company’s methodology fundamentally alters the character of what is 

reported as short-term debt capital in the June 30,2013 test-year end capital structure to long- 

term debt and common equity capital in the Company-proposed projected test-year end 

capital structure for each EWAZ district; this, despite the short-term debt having already 

matured. 

Does Staff consider it appropriate for a regulated public utility to propose a capital 

structure based upon carrying values of long-term debt and common equity which 

have been artificially inff ated? 

No. An increase in the reported balance of long-term debt is proper only when evidenced by 

the issuance of additional long-term debt, while an increase in the reported balance of 

cornmon equity is proper when evidenced either by an equity infusion by the parent, or an 

increase in retained earnings. While there may be occasions when a pro forma adjustment 

might appropriately be made to the capital account balances in order to give recoption to a 

known and measurable change expected to be made prospectively, in the instant docket such 

was not the case. 

How do the two EWAZ proposed capital structures compare to capital structures of 

publicly-traded water utilities? 

Schedule JAC-4 shows the capital structures of seven publicly-traded water utility companies 

((‘sample water companies” or “sample water utilities”) as of December 2013. The average 
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capital structure for the sample water utilities is comprised of approximately 47.6 percent debt 

and 52.4 percent common equity. 

StafJ Recommended Capital Stakcttlre 

Q. 
A. 

What is Staff’s recommended capital structure for EWAZ? 

Staff recommends that two capital structures be used for purposes of setting rates in this 

docket. For the Company’s Mohave Water, Mohave Wastewater, Paradise Valley Water and 

Sun City Water districts, Staff recommends a consolidated June 30,2013 test-year end capital 

structure consisting of 59.76 percent debt and 40.24 percent common equity. Staff 

determined that each of these four EWAZ districts, individually, had the same capital 

structure.20 For the Tubac Water district, Staff recommends a June 30, 2013 test year end 

capital structure consisting of 58.53 percent debt and 41.47 percent common equity, updated 

to reflect amortization of WIFA loan debt principal through December 31, 2014.’l For each 

district, Staff’s recommended capital structure is based upon the long-term debt and common 

equity balances reported at the district level as of the June 30,2013 test-year end, as shown in 

the Company’s Schedule D-1 Revised page 2). Staff excludes the short-term debt reported 

at the district level in the Company’s Schedule D-1 Revised (Page 2) as of the June 30,2013 

test-year end from its recommended capital structure for each district, as this short-term debt 

matured on January 15,2014. 

20 It should be noted that Staffs recommended June 30,2013 test-year end capital structure for these fou 5stricts is 
identical to that proposed by the Company using a projected test-year end capital structure. 
21 Staff detemined the outstanding principal balance of WIFA debt to be $711,467 as of December 31,2014. Staffs 
determination is based upon information provided in the Company’s 2013 Annual Report (Page 12 attachment), which 
reports a December 31,2013 balance outstanding of $744,470, and a current year portion of WIFA debt principal of 
$33,003 ($744,470 - $33,003 = $711,467). As of the June 30,2013 test-year end, this WIFA debt principal balance was 
$761,134, as shown in the Company’s Schedule D-2 Revised (page 1). 
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Q- 

A. 

Why did Staff confine its update only to the WIFA debt component within the Tubac 

Water district capital structure? 

Because WIFA loan debt is amortizing debt, while the replacement long-term debt allocated 

to the Tubac Water district is non-amortizing debt. Amortizing loans are obhgations 

requiring scheduled periodic payments (i.e., monthly) of both principal and interest, and as 

such the outstanding principal balance of an amortizing loan decreases &om one month to 

the next as debt service payments are made. In contrast, non-amortizing debt is an obligation 

having an interest-only payment feature, thereby necessitating a balloon payment of the entire 

principal balance at maturity. Thus, while appropriate for Staff to give recognition to the 

known and measurable change resulting from amortization of WIFA debt principal 

subsequent to the test-year end, no update was needed for the remaining long-term debt, as 

the outstanding principal balance of this non-amortizing debt continues at the level reported 

as of the June 30,2013 test-year end. 

IV. COST OF DEBT 

Q. 
A. 

Q. 

A. 

What is the cost of debt proposed by the Company in this proceeding? 

As shown in Schedule D-2 Revised (Page l), at the parent level the Company proposes an 

overall cost of debt of 4.29 percent. At the district level, EWAZ proposes this same 4.29 

percent cost of debt for each of the five districts in this proceeding, as shown in Schedule D- 

1 Revised (Page 2) for each district. 

Given the presence of low cost WIFA debt in the Tubac Water district capital 

structure, does Staff agree with the Company that the cost of debt for the Tubac 

Water district is the same as that of the other four EWAZ districts in this proceeding? 

No. The long-term debt component in the capital structures of the other four EWAZ 

districts (Mohave Water, Mohave Wastewater, Paradse Valley Water and Sun City Water) 
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consists entirely @.e., 100%) of higher cost, replacement debt allocated to each on the basis of 

rate base for purposes of this rate proceeding. In contrast, as noted earlier WIFA debt 

comprised 80.86 percent ($761,134/$941,304) of total long-term debt in the Tubac Water 

district capital structure as of the June 30,2013 test-year end; thus, higher cost replacement 

debt allocated on the basis of rate base represents only 19.14 percent (1.0 - 3086 = .1914) of 

total long-term debt in the Tubac Water capital structure. 

Q. 

A. 

Q. 

A. 

Please provide a description of the long-term replacement debt which has been 

allocated to the capital structures of the five EWAZ districts in this proceeding. 

As shown in Schedule D-2 Revised, at the parent level the long-term replacement debt 

allocated to each of the five EWAZ districts in this proceeding consists of proceeds from a 

$133,000,000 10-year, non-amortizing EPCOR Water USA Note, having an effective interest 

rate of 3.77 percent per annum, and proceeds from a $98,000,000 30-yearY non-amortizing 

EPCOR Water USA Note, having an effective interest rate of 5.02 percent per annum.z 

Did Staff compute the cost of the replacement long-term debt allocated to each of the 

five EWAZ districts, as reported at the parent level in the Company’s Schedule D-2 

Revised? 

Yes. Based upon the annual cost figures presented in the Company’s Schedule D-2 Revised, 

at the parent level Staff determined the weighted cost of this long-term replacement debt to 

be 4.2910 percentU 

22 As shown in the Company’s 2013 h u a l  Report filed with the Commission, the 10-year Note was issued February 1, 
2012, and is due to mature December 15,2021, while the 30-year Note was issued February 1,2012, and is due to mature 
December 15,2041. Further, the coupon rate on the 10-year Note is reported to be 3.740%, while the coupon rate on 
the 30-year Note is 5.000%. 
23 Based on information provided in the Company’s response to Staff data request JAC 9.5, Staff confirmed the accuracy 
of the annual cost figures presented for each of the two long-term EPCOR Notes; for the 10-year note, the effective 
interest rate reflects annual amortization of debt issuance costs of $30,590, while the effective interest rate on the 30-year 
note reflects annual amortization of debt issuance costs of $7,513. However, as presented in the Company’s Schedule D- 
2 Revised, the reported effective interest rate for the two Epcor Notes has been fractionally overstated; when carried out 
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Q- 

A. 

Q. 

A. 

What is the cost rate associated with the WIFA loan debt in the Tubac Water district 

capital structure? 

As shown in the Company’s Schedule D-2 Revised for the Tubac Water district, the interest 

rate on the WIFA loan is reported to be 3.94 percent per annum. However, Staff determined 

the actual combined interest and fee rate on the Company’s WIFA loan debt to be 3.938 

percentz4 

In light of the above, what cost of debt does Staff recommended for EPCOR in this 

proceeding? 

For the Company’s Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City 

Water districts, Staff recommends a cost of debt of 4.3 percent. For the Company’s Tubac 

Water district, Staff recommends a cost of debt of 4.0 percent. Staffs recommended cost of 

debt for the Tubac Water district is based upon the actual carrying values of long-term debt 

within the Tubac Water district as of the June 30, 2013 test-year end, updated to reflect the 

outstanding principal balance of WIFA loan debt as of December 31, 2014.25 

V. COST OF EQUITY 

Background 

Q. 

A. 

Please define the term “cost of equity capital.” 

The cost of equity is the rate of return that investors expect to earn on their investment in a 

business entity given its risk. In other words, the cost of equity to the entity is the investors’ 

to four digits, Staff determined the effective interest rate on the 10-year note to be 3.7630%, and the effective interest rate 
on the 30-year note to be 5.0077%. 

See Compliance filing made by Arizona-American Water Company in Docket No. WS-O1303A-09-0152, dated 
December 9,2009 (Exbibit A of Loan Agreement). Additionally, as reported in the Company’s 2013 Annual Report filed 
with the Commission, the interest rate on the WIFA loan is shown to be 3.938%. 
25 Staffs recommended 4.0 percent cost of debt for the Tubac Water district represents a weighted average cost, 
computed by applying the 3.938 percent WIFA loan cost rate to the outstanding principal balance of WIFA debt as of 
December 31,2014 ($711,467), and applying the 4.291 percent replacement debt cost rate to the dollar balance of long- 
term replacement debt (Q6180,170) allocated to the Tubac Water disttict on the basis of rate base. 

24 
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expected rate of return on other investments of similar risk. As investors have a wide 

selection of stocks to choose from, they d choose stocks with similar risks but %her 

returns. Therefore, the market determines the entity’s cost of equity. 

Q. 
A. 

Q. 
A. 

Is there a correlation between interest rates and the cost of equity? 

Yes, there is a positive correlation between interest rates and the cost of equity, as the two 

tend to move in the same direction. 

What has been the general trend of interest rates in recent years? 

A chronological chart of interest rates is a good tool to show interest rate history and identify 

trends. Chart 1 graphs intermediate U.S. treasury rates from January 1, 2005 - October 31, 

20 14. 
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Chart 1 : Average Yield on 5-, 7-, & IO-Year Treasuries 
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Q. 
A. 

Risk 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Do actual returns represent the cost of equity? 

No. The cost of equity represents investors’ expected returns and not realized returns. 

Please define risk as it relates to an equity security investment. 

Risk, as it relates to an equity security investment, is defined as the variability or uncertainty 

of the returns associated with that particular security. Investors are risk averse and require a 

greater potential return to invest in relatively greater risk opportunities, i.e., investors require 

compensation for taking on additional risk. Risk is generally separated into two components: 

market risk (systematic risk) which is non-diversifable, and non-market risk (unsystematic 

risk or firm-specific risk) which is diversifable. 

What is market risk? 

Market risk, or systematic risk, is the risk associated with an investment that cannot be 

reduced through diversification. Maket risk stems from factors that affect all securities, such 

as recessions, war, inflation and high interest rates. These factors affect the entire market 

However, market risk does not impact each security to the same degree. 

What is non-market risk? 

Non-market risk, or unsystematic risk, is risk which is unique to the firm and is capable of 

being diversified away. Examples of unsystematic risk include losses caused by labor 

problems, nationalization of assets, loss of a big client or adverse weather conditions. 

Investors can eliminate firm-specific risk by holding a diverse portfolio; thus, it is not of 

concern to diversified investors. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Is the cost of equity affected by firm-specific risk? 

No. Since firm-specific risk can be eliminated through diversification, it does not affect the 

cost of equity. 

Can investors expect additional returns for firm-specific risk? 

No. Investors who hold diversified portfolios can effectively eliminate firm-specific risk and, 

consequently, do not require any additional return. Since investors who choose to be less 

than fully-diversified must compete in the market with fully-diversified investors, the former 

cannot expect to be compensated for unique risk. 

Is a firm subject to any other risk? 

Yes. Firms are also subject to business risk and to financial risk. 

Please define business risk. 

Business risk is the fluctuation of earnings inherent in a firm's operations and environment, 

such as competition and adverse economic conditions, which may impair its ability to provide 

returns on investment. Companies in the same or similar line of business tend to experience 

the same fluctuations in business cycles. 

Please define financial risk 

Financial risk is the fluctuation of earnings inherent in the use of debt financing that may 

impair a firm's ability to provide adequate returns; the higher the percentage of debt in a 

company's capital structure, the greater its exposure to financial risk. 

Do business risk and financial risk affect the cost of equity? 

Yes. 
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Q. 

A. 

How does EPCOR’s financial risk exposure compare to that of Staffs sample group 

of water companies? 

Schedule JAC-4 shows the capital structures of the seven sample water companies as of 

December 2013, and EPCOR’s two proposed capital structures as of the June 30,2013 test- 

year end. As shown, the sample water utilities were capitalized with approximately 47.6 

percent debt and 52.4 percent equity, while the Company-proposed capital structure for its 

Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts 

consists of 59.76 percent debt and 40.24 percent equity, and, on a standalone basis, the 

proposed capital structure of its Tubac Water district consists of 59.84 percent debt and 40.16 

percent equity. Thus, relative to Staffs sample companies, EPCOR has greater exposure to 

financial risk. 

VI. ESTIMATING THE COST OF EQUITY 

Introduction 

Q. 
A. 

Q. 
A. 

Did Staff directly estimate the cost of equity for EPCOR? 

No. Since EWAZ is not a publicly-traded company, Staff is unable to directly estimate its 

cost of equity due to the lack of hrm-specific market data. Instead, Staff estimated the 

Company’s cost of equity indirectly, using a representative sample group of publicly-traded 

water utilities as a proxy, taking the average of the sample group to reduce the sample error 

resulting from random fluctuations in the market at the time the infomation is gathered. 

What sample companies did Staff select as proxies for EPCOR? 

Staffs sample consists of the following seven publicly-traded water utilities: American States 

Water, California Water, Aqua America, Connecticut Water Service, Middlesex Water, S J W  

Corporation and York Water. Staff selected these companies because they are publicly- 
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traded, receive the majority of their e&gs from regulated operations, and are followed by 

the Value Line Investment Surv~ .  

Q. 
A. 

Q. 
A. 

What models did Staff employ to estimate the Company’s cost of equity? 

Staff used two variations of the DCF model, both of which are market-based, to estimate the 

cost of equity for EWAZ: the constant-growth DCF model and the multi-stage DCF model. 

Please explain why Staff chose the DCF model. 

Staff chose to use the DCF model because it is a widely-recognized market-based model and 

has been used extensively to estimate the cost of equity. For the reasons noted earlier, Staff 

does not incorporate estimates derived from the CAPM into its cost of equity analysis for 

EPCOR. An explanation of the DCF model is provided below. 

Discounted Cash FLOW Model Anabsis 

Q. 

A. 

Please provide a brief summary of the theory upon which the DCF method of 

estimating the cost of equity is based. 

The DCF method of stock valuation is based on the theory that the value of an investment is 

equal to the sum of the future cash flows generated from the aforementioned investment 

discounted to the present time. This method uses expected dividends, market price and 

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered the 

DCF method in the 1960s. The DCF method has become widely used to estimate the cost of 

equity for public utilities due to its theoretical merit and its simplicity. Staff used the financial 

information for the relevant seven sample companies in the DCF model and averaged the 

results to detennine an estimated cost of equity for the sample companies. 
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Q. 

A. 

Does Staff use more than one version of the DCF model? 

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi- 

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity’s 

dividends will grow indefinitely at the sarne rate. The multi-stage growth DCF model 

assumes the dividend growth rate will change at some point in the future. 

The Constant-Growth DCF Model 

Q. 
A. 

What is the mathematical formula used in StafPs constant-growth DCF analysis? 

The constant-growth DCF formula used in Staffs analysis is: 

Equation 2 : 

where: K = the cost of equity 
Dl = the expected annual dividend 
Po = the current stock price 
g = the expected infinite annual growth rate of dividends 

Equation 2 assumes that the entity has a constant earnings retention rate and that its earnings 

are expected to grow at a constant rate. According to Equation 2, a stock with a cment 

market price of $10 per share, an expected annual dividend of $0.45 per share and an 

expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity of 7.5 

percent reflected by the sum of the dividend yield ($0.45/ $10 = 4.5 percent) and the 3.0 

percent annual dividend growth rate. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How did Staff calculate the expected dividend yield (DJP,) component of the 

constant-growth DCF formula? 

Staff calculated the expected yield component of the DCF forrnula by dividing the expected 

annual dividend (DJ by the spot stock price (Po) after the close of market on December 17, 

201 4, as reported by MSN Mmy.  

Why did Staff use the December 17, 2014, spot price rather than a historical average 

stock price to calculate the dividend yield component of the DCF formula? 

The current, rather than historic, market price is used in order to be consistent with financial 

theory. In accordance with the Efficient Market Hypothesis, the current stock price is 

reflective of all available information on a stock, and as such reveals investors’ expectations of 

future returns. 

How did Staff estimate the dividend growth (9) component of the constant-growth 

DCF model represented by Equation 2? 

The dividend growth component used by Staff is determined by the average of six different 

estimation methods, as shown in Schedule JAC-8. Staff calculated historical and projected 

growth estimates on dividend-per-share (“DPS’y),26 earnings-per-share c‘EPSy’)27 and 

sustainable growth bases. 

Why did Staff examine EPS growth to estimate the dividend growth component of the 

constant-growth DCF model? 

Historic and projected EPS growth are used because dividends are related to earnings. 

Dividend distributions may exceed earnings in the short run, but cannot continue indefinitely. 

In the long term, dividend distdbutions are dependent on earnings. 
~ ~~ ~ 

26 Derived from information provided by Value Line. 
27 Derived from information provided by V a h e  Line. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How did Staff estimate historical DPS growth? 

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate for 

each of its sample companies over the 10-year period, 200$2013. As shown in Schedule 
Lc 

JAC-5, the average historical DPS growth rate for the sample was 3.7 percent. 

How did Staff estimate projected DPS growth? 

Staff calculated an average of the projected DPS growth rates for the sample water utilities 

from Vdze Line through the period, 2017-2019. The average projected DPS growth rate is 

6.2 percent, as shown in Schedule JAC-5. 

How did Staff estimate historical EPS growth rate? 

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate for 

each of its sample companies over the 10-year period, 200if2013. As shown in Schedule 

JAC-5, the average historical EPS growth rate for the sample was 6.5 percent. 

4 

How did Staff estimate projected EPS growth? 

Staff calculated an average of the projected EPS growth rates for the sample water utilities 

fi-om Valte Line through the period, 2017-2019. The average projected EPS growth rate is 

6.2 percent, as shown in Schedule JAC-5. 

How does Staff calculate its historical and projected sustainable growth rates? 

Historical and projected sustainable growth rates are calculated by addmg their respective 

retention growth rate terms @r) to their respective stock fmancing growth rate terms (vs), as 

shown in Schedule JAC-6. 
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Q. 
A. 

Q- 
A. 

Q. 

A. 

Q. 

A. 

What is retention growth? 

Retention growth is the growth in dividends due to the retention of earnings. The retention 

growth concept is based on the theory that dividend growth cannot be achieved unless the 

company retains and reinvests a portion of its earnings. The retention growth rate is used in 

Staffs calculation of sustainable growth shown in Schedule JAC-6. 

What is the formula for the retention growth rate? 

The retention growth rate is the product of the retention ratio and the book/accounting 

return on equity. The retention growth rate formula is: 

Equation 3 : 
Retention Growth Rate = br 

where : b = the retention ratio (1 - dividend payout ratio) 
r = the accountinghook return on common equity 

How did Staff calculate the average historical retention growth rate (br) for the 

sample water utilities? 

Staff calculated the mean of e 10-year average historical retention rate for each sample 

company over the period, 200#-2013. As shown in Schedule JAC-6, the historical average 

retention @r) growth rate for the sample is 2.8 percent. 

t 

How did Staff estimate its projected retention growth rate (br) for the sample water 

utilities? 

Staff used the retention growth projections for the sample water utilities for the period, 2017- 

2019, from V a h e  Line. As shown in Schedule JAC-6, the projected average retention growth 

rate for the sample companies is 4.3 percent. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

When can retention growth provide a reasonable estimate of hture dividend growth? 

The retention growth rate is a reasonable estimate of future dividend growth when the 

retention ratio is reasonably constant and the entity’s market price to book value (“market-to- 

book ratio”) is expected to be 1.0. The average retention ratio has been reasonably constant 

in recent years. However, the market-to-book ratio for the sample water utilities is 2.3, 

notably %her than 1 .O, as shown in Schedule JAC-7. 

Is there any financial implication of a market-to-book ratio greater than 1.0? 

Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to earn 

an accounting/book return on its equity that exceeds its cost of equity. The relationship 

between required returns and expected cash flows is readily observed in the k e d  securities 

market. For example, assume an entity contemplating issuance of bonds with a face value of 

$10 million at either 6 percent or 8 percent and, thus, paying annual interest of $600,000 or 

$800,000, respectively. Regardless of investors’ required return on similar bonds, investors 

will be willing to pay more for the bonds if issued at 8 percent than if the bonds are issued at 

6 percent. For example, if the current interest rate required by investors is 6 percent, then 

they would bid $10 million for the 6 percent bonds and more than $10 million for the 8 

percent bonds. Similarly, if equity investors require a 9 percent return and expect an entity to 

earn accountiug/book retums of 13 percent, the market will bid up the price of the entity’s 

stock to provide the required return of 9 percent. 

How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of 

equity analyses in recent years? 

Staff has assumed that investors expect the market-to-book ratio to remain greater than 1.0. 

Given that assumption, Staff has added a stock financing growth rate (vs) term to the 

retention ratio @r) term to calculate its historical and projected sustainable growth rates. 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Do the historical and projected sustainable growth rates Staff uses to develop its DCF 

cost of equity in this case continue to include a stock financing growth rate term? 

Yes. 

What is stock financing growth? 

Stock financing growth is the increase in an entity’s dividends attributable to the sale of stock 

by that entity. Stock financing growth is a concept derived by Myron Gordon and discussed 

in his book The Cost of Cq~itaL t o  a Pzblic UtiLip.28 Stock financing growth is the product of the 

fraction of the funds raised from the sale of stock that accrues to existing shareholders (v) 

and the fraction resulting from dividing the finds raised from the sale of stock by the existing 

common equity (s). 

What is the mathematical formula for the stock financing growth rate? 

The mathematical formula for stock financing growth is: 

Equation 4: 
Stock Financing Growth = vs 

where : v = Fraction of the funds raised from the sale of stock that accrues 
to existing shareholders 

common equity 
s = Funds raised from the sale of stock as a fraction of the existing 

How is the variable vpresented above calculated? 

Variable u is calculated as follows: 

28 Gordon, Myron J. The Co~t of Capital to Pubbc Utib~.  hGU Public Utilities Studies, Michigan, 1974, pp. 31-35. 
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Equation 5: 

book value 
market value 

For example, assume that a share of stock has a $30 book value and is selling for $45. Then, 

to find the value of v, the formula is applied 

v = 1 - p )  

In this example, vis equal to 0.33. 

Q. 
A. 

How is the variable s presented above calculated? 

Variable s is calculated as follows: 

Equation 6: 

Funds raised from the issuance of stock 
s =  

Total existing common equity before the issuance 

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock. 

Then, to find the value of s, the formula is applied: 

= (%) 
In this example, s is equal to 20.0 percent. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

__ 

What is the vs term when the market-to-book ratio is equal to l . O ?  

A market-to-book ratio of 1.0 reflects that investors expect an entity to earn a 

booklaccounting return on their equity investment equal to the cost of equity. When the 

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the 

entity accrues to the benefit of existing shareholders, i.e., the term Y is equal to zero (0.0). 

Consequently, the e,$ term is also equal to zero (0.0). When stock financing growth is zero, 

dividend growth depends solely on the br term. 

What is the effect of the vs term when the market-to-book ratio is greater than 1.0? 

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a 

book/accounting return on their equity investment greater than the cost of equity. Equation 

5 shows that, when the market-to-book ratio is greater than 1 .O, the e, term is also greater than 

zero. The excess by which new shares are issued and sold over book value per share of 

outstanding stock is a contribution that accrues to existing stockholders in the form of a 

higher book value. The resulting lagher book value leads to %her expected earnings and 

dividends. Continued growth from the e , ~  term is dependent upon the continued issuance and 

sale of additional shares at a price that exceeds book value per share. 

What vs estimate did Staff calculate from its analysis of the sample water utilities? 

Staff estimated an average stock financing growth of 2.6 percent for the sample water utilities, 

as shown in Schedule JAC-6. 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

What would occur if an entity had a market-to-book ratio greater than 1.0 as a result of 

investors expecting earnings to exceed its cost of equity, and subsequently 

experienced newly-authorized rates equal only to its cost of equity? 

Holding all other factors constant, one would expect market forces to move the company’s 

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations of 

reduced expected future cash flows. 

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0 

due to authorized ROES equaling their cost of equity, would inclusion of the vs term 

be necessary to Staffs constant-growth DCF analysis? 

No. As discussed above, when the market-to-book ratio is equal to 1.0, none of the funds 

raised from the sale of stock by the entity accrues to the benefit of existing shareholders 

because the e, term equals to zero and, consequently, the e,s term also equals zero. When the 

market-to-book ratio equals 1.0, dividend growth depends solely on the h- term. Staffs 

inclusion of the e , ~  term assumes that the market-to-book ratio continues to exceed 1.0 and 

that the water utihties will continue to issue and sell stock at prices above book value with the 

effect of benefitting existing shareholders. 

What are Staffs historical and projected sustainable growth rates? 

Staffs estimated historical sustainable growth rate is 5.4 percent based on an analysis of 

eamings retention for the sample water companies. Staffs projected sustainable growth rate 

is 6.9 percent based on retention growth projected by Valte Line. Schedule JAC-6 presents 

Staffs estimates of the sustainable growth rate. 
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Q. 

A. 

What is Staffs expected infinite annual growth rate in dividends? 

Staffs expected dividend growth rate (g) is 5.8 percent, which is the average of historical and 

projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the expected 

infinite annual growth rate in dividends is shown in Schedule JAC-8. 

Q. 

A. 

What is Staffs constant-growth DCF estimate for the sample utilities? 

Staffs constant-growth DCF estimate is 8.6 percent, as shown in Schedule JAC-3. 

The M.di-Stage DCF 

Q. 

A. 

Q. 
A. 

Why did Staff implement the multi-stage DCF model to estimate EPCOR’s cost of 

equity? 

Staff generally uses the multi-stage DCF model to consider the assumption that dividends 

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the fist 

stage (near-term) having a duration of four years, followed by a second stage (long-term) of 

constant growth. 

What is the mathematical formula for the multi-stage DCF? 

The multi-stage DCF formula is shown in the following equation: 
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Equation 7 :  

Where: P, = currentstockprice 
0, = dividends expected during stage 1 

K = costofequity 
n = years of non - constant growth 

On = dividend expected in year n 
gn = constant rate of growth expected after year n 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What steps did Staff take to implement its multi-stage DCF cost of equity model? 

First, Staff projected future dividends for each of the sample water utilities using near-term 

and long-term growth rates. Second, Staff calculated the rate (cost of equity) which equates 

the present value of the forecasted dividends to the current stock price for each of the sample 

water utilities. Lastly, Staff calculated an overall sample average cost of equity estimate. 

How did Staff calculate near-term (stage-1) growth? 

The stage-1 growth rate is based on Vdae  Line’s projected dividends for the next twelve 

months, when available, and on the average dividend growth (s> rate of 5.8 percent, calculated 

in Staffs constant DCF analysis for the remainder of the stage. 

How did Staff estimate long-term (stage-2) growth? 

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross 

Domestic Product (“GDP”) from 1929 to 2013.29 Using the GDP growth rate assumes that 

the water utility industry is expected to grow at the same rate as the overd economy. 

l9 www.bea.doc.gov. 

http://www.bea.doc.gov
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is the historical GDP growth rate that Staff used to estimate stage-2 growth? 

Staff used 6.5 percent to estimate the stage-2 growth rate. 

What is Staff's multi-stage DCF estimate for the sample utilities? 

Staffs multi-stage DCF estimate is 9.2 percent, as shown in Schedule JAC-3. 

What is Staff's overall DCF estimate for the sample utilities? 

Staffs overall DCF estimate is 8.9 percent. Staff calculated the overall DCF estimate by 

averaging the constant growth DCF (8.6'/0) and multi-stage DCF (9.2'/0) estimates, as shown 

in Schedule JAC-3. 

VII. SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS 

Q. What is the result of Staffs constant-growth DCF analysis to estimate the cost of 

equity for the sample water utilities? 

Schedule JAC-3 shows the result of Staffs constant-growth DCF analysis. The result of 

Staffs constant-growth DCF analysis is as follows: 

A. 

k = 2.8% f 5.8% 

k = 8.6% 

Staffs constant-growth DCF estimate of the cost of equity for the, sample water utilities is 8.6 

percent. 
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Q. 

A. 

Q. 
A. 

What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity 

for the sample utilities? 

Schedule JAC-9 shows the result of Staffs multi-stage DCF analysis. The result of Staffs 

multi-stage DCF analysis is: 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Equity Cost 
Estimate (k) 

8.9% 
9.2% 
8.9% 
9.4% 

10.0% 
8.8% 
9.0% 

Average 9.2% 

Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 9.2 

percent. 

What is StafPs overall DCF estimate of the cost of equity for the sample utilities? 

Staffs overall DCF estimate of the cost of equity for the sample utilities is 8.9 percent. Staff 

calculated an overall DCF cost of equity estimate by averaging Staffs constant growth DCF 

(8.6 percent) and Staffs multi-stage DCF (9.2 percent) estimates, as shown in Schedule JAC- 

3. 

VIII. FINAL COST OF EQUITY ESTIMATES FOR EWAZ 

Q. 

A. 

Please compare EPCOR's capital structure to that of Staffs seven sample companies. 

The average capital structure for the sample water utilities is composed of 47.6 percent debt 

and 52.4 percent equity, as shown in Schedule JAC-4. In contrast, the Company-proposed 

consolidated capital structure for EPCOR's Mohave Water, Mohave Wastewater, Paradise 
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Valley Water and Sun City Water districts is composed of 59.76 percent debt and 40.24 

percent equity, while that of its Tubac Water district on a standalone basis is comprised of 

59.84 percent debt and 40.16 percent equity. Thus, because the capital structures of the 

Company’s five EWAZ districts are more hghly  leveraged than that of Staffs sample average 

water utility, EPCOR stockholders bear more financial risk than do equity shareholders of the 

sample utilities. 

Q. 

A. 

Q. 

A. 

Does Staff recommend that an upward adjustment be made to the Company’s cost of 

equity to give recognition to its increased exposure to financial risk? 

No. Staff considers a capital structure lying within the range of 60 percent debt / 40 percent 

equity to be reasonably well balanced and economically efficient. As noted above, each of the 

two Company-proposed capital structures in this docket meet this criterion; therefore, Staff 

does not recommend that an upward hnancial risk adjustment be made to the Company’s 

cost of equity in this proceeding. 

Does Staff feel there are additional considerations as to why no upward financial risk 

adjustment should be made to the Company’s cost of equity in this proceedmg? 

Yes. As noted earlier, the long-term replacement debt allocated to each of the five EWAZ 

districts in this proceeding is non-amortizing debt, and as such the outstanding principal 

balance of this debt will remain unchanged until maturity. Assuming for a moment this were 

not the case, and that instead the Company’s long-term debt were comprised of amortizing 

debt; in this scenario, the equity component within the capital structure of each EWAZ 

district would be expected to rise over time,30 as the outstanding principal balance of long- 

term debt would fall with each debt service payment made, thus reducing the Company’s 

30 In the instant docket, this is evidenced by Staffs recommended capital structure for the Tubac Water district being 
higher (41.47 percent) than that proposed by the Company (40.16 percent), due to Staff updating its recommended capital 
structure to give recognition to amortization of WlFA debt plincipal through December 31,2014. 
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exposure to financial risk. Capital budgeting decisions made by EPCOR management, 

however, effectively preclude this scenario from happening, as the long-term debt used to 

fund its EWAZ utility properties is almost exclusively non-amortizing debt.31 Accordingly, it 

is Staffs position that an election on the part of EPCOR to iinance its utility plant investment 

with non-amortizing debt should not serve as justification for an upward financial risk 

adjustment being made to the Company's cost of equity in this proceeding, as exposure to 

financial risk can be mitigated through the use of amortizing debt. 

Q. 

A. 

Q. 
A. 

Did Staff consider factors other than the results of its technical models in its cost of 

equity analysis? 

Yes. In consideration of the relatively uncertain status of the economy and the market that 

currently exists, Staff is proposing an upward economic assessment adjustment to the cost of 

equity. In this case, Staff recommends a 60 basis point (0.6 percent) upward economic 

assessment adjustment, as shown in Schedule JAC-3. 

What is Staffs recommended cost of equity for EPCOR? 

Staff recommends a cost of equity of 9.5 percent for the Company, based on cost of equity 

estimates for the sample companies of 8.6 percent for the constant-growth DCF model and 

9.2 percent for the multi-stage DCF model. Staff recommends adoption of a 60 basis point 

upward economic assessment adjustment, resulting h a 9.5 percent Staff-recommended cost 

of equity, as shown in Schedule JAC-3. 

31 As shown in the Company's Schedule D-2 Revised, at the parent level EPCOR's EWAZ utility properties were funded 
by long-term debt of $231,761,134 as of the June 30,2013 test-year end. Of this total, $231,000,000 consists of non- 
amortizing replacement debt, with the remaining $761,134 comprised of amortizing WIFA loan debt. Thus, non- 
amortizing debt comprises 99.67% of total Epcor long-term debt ($231,000,000/$231,761,134), while amortizing debt 
comprises only 0.33% ($76 1,134/$23 1,761,134). 
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IX. RATE OF RETURN RECOMMENDATION 

Q. 

A. 

What overall rate of return did Staff determine for EPCOR? 

Staff determined a consolidated 6.4 percent ROR for the Company’s Mohave Water, Mohave 

Wastewater, Paradise Valley Water and Sun City Water districts, as shown in Schedule JAC-1 

and the following table: 

Four Districts - Consolidated 
Weighted 

Weight Cost Cost 
Long-term Debt 59.76% 4.3% 2.6% 
Common Equity 40.24% 9.5% 3.8% 

Overall ROR 6.4% 

For the Company’s Tubac Water district, on a standalone basis Staff determined a 6.2 percent 

ROR, as shown in Schedule JAC-1 and the following table: 

Tubac Water District - Stand Alone Basis 
Weighted 

Weight Cost Cost 
Long-term Debt 58.53% 4.0% 2.3% 
Common Equity 41.47% 9.5% 3.9% 

Overall ROR 6.2% 

X. STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MS. PAULINE 

M. AHERN 

Q. Please summarize Ms. Ahern’s analyses and recommendations. 

A. Ms. Ahem recommends a 10.7 percent cost of equity based on estimates derived from the 

single-stage constant growth DCF model, two risk premium (“RPM3 models (the Predictive 

Risk Premium Modelm (Y“PMm7) and a Risk Premium Model using an Adjusted Total 
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Market Approach), and two CAPM models (the Traditional CAPM and the Empirical 

CAPMJ for a proxy group of nine sample companies. Ms. Ahem derives an estimated 

median cost of common equity of 8.37 percent from her DCF model, an estimated cost of 

common equity of 11.25 percent from her two RPM models, and an estimated cost of 

common equity of 9.93 percent from her two CAPM models. She concludes that the 

indicated cost of common equity to her sample group of companies before adjustments for 

risk is 9.95 percent, based upon the results obtained from her DCF, RPM and CAPM models. 

To this 9.95 percent indicated cost of equity figure, Ms. Ahem adds an upward 44 basis point 

credit risk adjustment and an upward 30 basis point business risk adjustment, thus arriving at 

an indicated cost of common equity of 10.69 percent. Ms. Ahem recommends a cost of 

common equity of 10.70 percent for EPCOR. Her overall recommended rate of return for 

the Company is 6.87 percent. 

For purposes of her single-stage constant growth DCF analysis, Ms. Ahem (i) relies 

exclusively on analysts’ forecasts for EPS growth to estimate the dividend growth @ 

component (See Exhibit PMA-DT 2, Schedule 5, p. l), (ii) utilizes a 60-day average stock 

price (To) to calculate an average dividend (D,/Po) yield (See Exhibit PMA-DT 2, Schedule 5, 

p. 1, Note l), and (E) makes a semi-annual adjustment to the expected 

dividend yield (D1/Po) component to reflect the periodic payment of dividends (See Exhibit 

PMA- DT 2, Schedule 5, p. 1, Note 4). 

For purposes of her CAPM, ECAPM and PWMm analyses, Ms. Ahem employs an inflated 

risk free &) rate of 4.31 percent; a figure representing the forecasted average of 30-year U.S. 

Treasury Note yields obtained from Bltle Cb$ Financial Forecasts covering (i) the l8-month 

period, 4 4  2013 - Q1 2015, (ii) the five year period, 2015-2019, and (iii) the six year period, 

2020-2025 (See Exhibit PMA-DT 2, Schedule 8, Page 2, Note 2). 
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Q. 

A. 

Q- 

A. 

You stated that based upon the results obtained horn her DCF, RPM and CAPM 

models, Ms. Ahem concludes that the indicated cost of common equity to her sample 

group of companies before adjustments for risk is 9.95 percent. As presented in her 

summary cost of equity schedule, does this 9.95 percent cost estimate represent the 

arithmetic mean of her DCF, RPM and CAPM cost of equity estimates? 

No. As presented in Exhibit PMA-DT 2, Schedule 1, Ms. Ahem’s indicated cost of common 

equity is shown to be 9.95 percent, based upon cost of equity estimates of 8.37 percent, 11.25 

percent and 9.93 percent from her DCF, RPM and CAPM models, respectively. However, 

the arithmetic mean of these three individual cost of equity estimates equates to an indicated 

cost figure of 9.85 percent ((.OS37 + .1125 + .0993)/3 = .0985), not the 9.95 percent figure 

reported by Ms. Ahern. Thus, Ms. Ahern’s indicated cost of common equity prior to 

consideration of adjustments for credit/business risk has been overstated by 10 basis points. 

Did Staff inquire as to how Ms. Ahern arrived at her 9.95 percent pre-adjustment 

indicated cost of common equity for the Company? 

Yes. Staff issued two separate data requests to the Company requesting an explanation as to 

how the results of each cost of common equity model employed by Ms. Ahem had been 

weighted for purposes of arriving at this 9.95 percent pre-adjustment cost rate, and the 

reason(s) Ms. Ahem believed the relative weighting accorded each model were appropriate. 

On each occasion, however, as shown in Attachment JAC- A and Attachment JAC- E, the 

Company’s response proved to be non-responsive to the question asked.32 

32 Staffs initial data request was issued as SW JAC 9.1; after failing to be responsive to Staffs initial data request, a 
second data request was issued the Company, as STF JAC 13.1. The Company’s response to each is contained in 
Attachments JAC -A and JL4C - E. 
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Ms. Ahem S DCF Anabsis 

Q. 

A. 

Q. 

A. 

Does Staff have any comments on Ms. Ahern’s sole reliance on analysts’ forecasts of 

EPS growth rates to estimate dividend growth rate (g) in her DCF analysis? 

Yes. Exclusive reliance on analysts’ forecasts of earnings growth to forecast DPS is 

inappropriate because it assumes that investors do not give consideration to other relevant 

information such as historical dividend and eamings growth. Generally, analysts’ forecasts 

are known to be overly optimistic. Sole use of analysts’ forecasts to calculate the expected 

dividend growth rate, 0, serves to inflate that component of the DCF model and, 

consequently, the estimated cost of equity. The appropriate growth rate to use in the DCF 

model is the dividend growth rate expected by investors, not by analysts. Investors are 

assumed to be rational, and as such will want to take into consideration all relevant available 

information prior to making an investment decision. Therefore, it is reasonable to assume 

that investors would consider both htstorical measures of past growth, as well as analysts’ 

forecasts of future growth, similar to the balanced approach used by Staff when estimating 

the dividend growth fg) rate in Staffs constant-growth DCF model. 

Does Staff have evidence to support its assertion that exclusive reliance on analysts’ 

forecasts of earnings growth in the DCF model would result in inflated cost of equity 

estimates? 

Yes. Experts in the financial community have commented on the optimism in analysts’ 

forecasts of future earnings.33 A study cited by David Dreman in his book Contrarian 

Investment Strategies: The Next Generation found that V a h e  Line analysts were optimistic in their 

forecasts by 9 percent annually, on average for the 1987 - 1989 period. Another study 

33 Seigel, Jeremy J. Stocks for the Lone Run. 2002. McGraw-Hill. New York. p. 100. Dreman, David. Contrarian 
Investment Strat+w The Next Generation. 1998. Simon & Schuster. New York. pp. 97-98. Malkiel, Burton G. A Random 
Walk Down WadSttzet. 2003. W.W. Norton & Co. New York. p. 175. 
Testimony of Professors Myron J. Gordon and Lawrence I. Gould, consultant to the Trial Staff (Common Carrier 
Bureau), FCC Docket 79-63, p. 95. 
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conducted by David Dreman found that between 1982 and 1997, analysts overestimated the 

growth of earnings of companies in the S&P 500 by 188 percent. 

Burton Malkiel, of Princeton University, conducted a study of the 1- and 5-year earnings 

forecasts made by some of the most respected names in the investment business. His results 

showed that when compared with actual earnings growth rates, the 5-year forecasts made by 

professional analysts were far less accurate than estimates derived from several ndve 

forecasting models, such as the long-run growth rate in national income. In the following 

excerpt from his book, A Random Walk Down Wadl’ Street, Professor Makiel discusses the 

results of his study: 

When confronted with the poor record of their five-year growth 
estimates, the semrig ana@ hoizestb, $ shetpishb, admitted that j v e  years 
ahead is mal4 too far in advance to make reliableprojections. They protested 
that although long-term projections are admittedly important, they 
really ought to be judged on their ability to project earnings changes 
one year ahead. Believe it or not, it turned out that their one-year 
forecasts were even worse than their five-year projections. 

The analysts fought back gamely. They complained that it was unfair 
to judge their performance on a wide cross section of industries, 
because earnings for lugh-tech firms and various “cyclical” 
companies are notoriously hard to forecast. ‘Ty us on utilities, ” one 
anahst contdeentb asserted At the time thy  were considered among the most 
stable gmup of companies because o f  government regulation. So we tried it and 
thy didn’t &e it. Even the forecasts j i r  the stable utilities were far off the 
mark.34 (Emphasis added) 

Q. 

A. 

Ate investors aware of the overestimation problems associated with analysts’ 

forecasts? 

Yes. In addition to books, there are numerous published articles appearing in The W a l  Stmet 

Journal and other hancial publications that cast doubt on the accuracy of research analysts’ 

~~ 

34 Malkiel, Button G. A Random Walk Down Wall Street. 2003. W.W. Norton & Co. New York. p. 175 
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forecasts.35 Investors, being keenly aware of these inherent biases in forecasts, will use other 

methods to assess future growth. 

Q. 
A. 

Q. 

A. 

Should DPS growth be considered in a DCF analysis? 

Yes. As previously stated in Section VI of this testimony, the current market price of a stock 

is equal to the present value of all expected future dividends, not future earnings. Professor 

Jeremy Siege1 from the Wharton School of Finance stated: 

Note that the price of the stock is always equal to the present value 
of all future diuideends and not the present value of future earnings. 
Earnings not paid to investors can have value only if they are paid as 
dividends or other cash disbursements at a later date. Valuing stock 
as the present discounted value of future earnings is manifestly wrong 
and greatly overstates the value of the firm.36 

For valuation purposes, therefore, earnings paid out in the form of a dividend have 

paramount relevancy to investors. Dividends, unlike earnings, cannot be manipulated or 

overstated. Thus, historical DPS growth should receive appropriate consideration when 

estimating the market cost of equity in the DCF model. 

Does Staff consider Ms. Ahern’s use of a 60-day average stock price to be appropriate 

for purposes of calculating the current dividend (Do/P0) yield in the constant growth 

DCF model? 

No. The current dividend yield (Do/Po) component in the DCF model is best reflected by 

use of a current spot price, not an historical average stock price. Use of average stock prices 

35 Smith, Randall & Craig, Suzanne. ‘%ig Firms Had Research Ploy: Quiet Payments Among Rivals.” The Wa// Steet 
Journal. April 30, 2003. Brown, Ken. “Analysts: Still Coming Up Rosy.” The Wa//StreetJournal. January 27, 2003. p. c1. 

Craig. “Profit Forecasts Become Anybody’s Guess.” The Wall Street Journal. January 21, 2003. P. c1. 
Gasparino, Charles. “Merdl Lynch Investigation Widens.” The Wall‘lStnt Journal. April 11,2002. p. C4. Elstein, Aaron. 
‘‘Earnings Estimates Are All Over the Map.” The WalS tee t  Jomzal. August 2, 2001. p. C1. Dreman, David. ‘Don’t 
Count on those Earnings Forecasts.” ForbeJ. January 26, 1998. p. 110. 
36 Seigel, Jeremy J. Stocks for the LonP Run. 2002. McGraw-W. New York. P. 93. 
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to calculate the current dividend yield employs stale information and is not reflective of 

current investor expectations. 

Q. 

A. 

Q. 

A. 

How does Staff respond to Ms. Ahern’s assertion that “it is more imperative than ever 

to not give exclusive, primary or even simply greater reliance to the DCF analysis at 

this time?”37 

Staff respectfully disagrees with this assertion. As noted in her direct testimony, Ms. Ahem 

openly acknowledges that the DCF model is market based, stating that “market prices are 

utilized in developing the dividend yield component of the rn~del .~’~* While it is true that 

equity valuations have risen in the capital markets over the last several years, resulting in a 

consequential decline in dividend yields, this circumstance is reflective of the market cost of 

equity having fallen. Unlike other cost of equity estimation models, the DCF intrinsically 

links the price investors are willing to pay for a security to the retum yielded on that 

investment. Thus, to disregard cost of equity estimates derived from the DCF at this time 

would be to ignore the fact that in today’s marketplace investors must pay more for a gven 

unit of return. 

Does Staff agree with Ms. Ahern that cost of equity estimates derived from the DCF 

model should not be relied upon due to the market value of utility company common 

stock exceeding book value (i.e., market-to-book ratio greater than 1.0)’ and the 

prospect that they will continue to do so? 

No. As discussed in Staffs direct testimony, Staffs constant growth DCF model includes a 

stock financing growth (VJ) term, giving recognition to the circumstance where a sample 

company’s market-to-book ratio exceeds 1.0. As shown in Schedule JAC-6, Staffs sample 

average VJ term is 2.6 percent, and is a component of both Staffs historical- and projected 

37 Ahem Direct, p. 26, lines 13-15. 
38Ahem Direct, p. 19, lines 9-10. 
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sustainable dividend growth estimates. Furthermore, as shown in Schedule JAC-8, Staffs 6.9 

percent projected sustainable growth estimate is the highest among the six measures used to 

estimate dividend growth in Staffs constant growth DCF model. 

Q. 

A. 

Q. 

A. 

Does the inclusion of a stock financing growth (vs) term in Staffs constant growth 

DCF model render moot the market-to-book ratio issue raised by Ms. Ahern in her 

testimony? 

Yes, as inclusion of the vs term in Staffs constant growth DCF model assumes the average 

market-to-book ratio for Staffs sample group of companies is expected to remain above 1 .O. 

You stated earlier that for purposes of computing a DCF indicated cost of equity, for 

each sample company Ms. Ahern made a semi-annual adjustment to the expected 

dividend yield (DI/P0) component to reflect the periodic payment of dividends (See 

Exhibit PNLA- DT 2, Schedule 5, p. 1, Note 4). What is Ms. Ahem’s stated 

justification for making such an adjustment? 

In her testimony? Ms. Ahem states that because dividends are paid on a quarterly basis, “an 

a@stment mast be made to tbe dividendyield (emphasis added).” Ms. Ahem acknowledges that 

DCF theory calls for use of the “full growth rate” @.e., the expected dividend, DJ in the 

dividend yield component, but expresses concerns that the dividend yield q h t  be overstated 

without such a semi-annual adjustment. Accordingly, in order to be “consewatiive~’ (emphasis 

added) in approach, Ms. Ahem elects to utilize only “one-half the annual dividend growth 

rate in the dividend yield component, or D1,2’77 

39 Ahern Direct, p. 20, lines 14-25. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Had Ms. Ahern not made such a semi-annual adjustment, would her sample average 

(8.86 percent) and sample median (8.37 percent) DCF cost of equity estimates have 

been higher, or lower? 

Had she not made this adjustment, both Ms. Ahem’s sample average and sample median 

DCF cost of equity estimates would have been bigher. 

Did Staff prepare a restatement of Ahern Exhibit PMA- DT 2, Schedule 5 (Page 1) to 

demonstrate how use of a semi-annual adjustment to the expected dividend yield 

causes a reduction to Ms. Ahern’s sample average and sample median DCF cost of 

equity estimates in this proceeding? 

Yes. As shown in Exhibit JAC-A, Staff Restatement No. 1 to Exhibit PMA- DT 2, Schedule 

5 (Page 1) presents Ms. Ahem’s DCF cost of equity methodology with a semi-annual 

adjustment made to the expected dividend (D&’,,) yield in columns [A] - m, while columns 

[GI - M present the same calculation utilizing an unadjusted expected dividend (D1/Po) 

yield. As can be seen, had no semi-annual adjustment been made to the expected dividend 

yield, Ms. Ahem’s average DCF indicated cost of equity would have been 8.94 percent (8 

basis points %her than her 8.86 percent DCF average cost estimate), while her median DCF 

indicated cost of equity would have been 8.45 percent (8 basis points higher than her 8.37 

percent DCF median cost estimate). 

Does Staff agree with Ms. Ahern that a semi-annual adjustment “must be made to the 

dividend yield?” 

No. Ms. Ahern’s use of such an adjustment is an election on her part, as DCF theory does 

not require that such an adjustment be made. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In Staffs judgment, does Ms. Ahern appear similarly “conservative” in approach 

when obtaining cost of equity estimates from her other cost of equity estimation 

models in this proceeding? 

No, she does not. 

For purposes of her proposed DCF cost of equity estimate in this proceeding, Ms. 

Ahem relies on the median 8.37 percent estimate rather than the higher 8.86 percent 

sample average estimate, correct? 

Yes.@ As shown in Exhibit PMA- DT 2, Schedule 5 (Page l), Ms. Ahem elected to adopt the 

lower 8.37 percent sample median estimate rather than the &her 8.86 percent sample 

average estimate as her proposed DCF cost of equity estimate in this proceeding. Had Ms. 

Ahem instead elected to adopt the sample average estimate, her proposed DCF cost of equity 

estimate would have been 49 basis points higher (.OM6 - .0837 = .0049). 

Does Staff have reason to believe that Ms. Ahern’s DCF methodology significantly 

understates the 8.37 percent median DCF cost of equity she relies upon in this 

proceeding, and if so, how? 

Yes, Ms. Ahem’s DCF methodology significantly understates the median cost of equity 

estimate derived from her constant growth DCF model. In accordance with DCF theory, the 

dividend growth (g> rate in the constant growth DCF model is assumed to continue into 

inhnity. However, a review of Exhibit PMA- DT 2, Schedule 5 page 1) indicates that Ms. 

Ahem utilizes a five-year projected EPS growth rate obtained for each sample company as 

the infinite dividend growth rate used to compute a DCF indicated cost of equity for each 

sample company. Column 6 of Exhibit PMA- DT 2, Schedule 5 (Page 1) presents the 

dividend growth (g> rates used by Ms. Ahem in her DCF analysis and as can be seen, among 

~~ 

40 Ahern Direct, pp. 21-22,23:7. 
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her sample companies the highest five-year projected EPS growth rate obtained was for SJW 

Corporation (10.75 percent) and the lowest was for American States Water (3.00 percent). 

Not surprisingly, as shown in column 8 of Exhibit PMA- DT 2, Schedule 5 (Page l), the 

b h e s t  indicated cost of equity obtained from Ms. Ahem’s DCF model was for SJW 

Corporation (13.53 percent) while the lowest was for American States Water (5.98 percent), 

which equates to a range of estimates of 755 basis points (.1353 - .0598 = .0755). For 

obvious reasons, when computing a sample average and a sample median from a range of 

values varying to this degree, the sample median can be expected to be lower than the sample 

average. Had Ms. Ahem instead utilized an overall sample average dividend growth (g) rate in 

the computation of her DCF indicated cost of equity for each sample company, her sample 

median DCF estimate would have been sigdicantly higher. 

Q. 

A. 

Q. 
A. 

Is use of a sample average dividend growth ( g )  rate in the constant growth DCF 

model consistent with DCF theory? 

Yes, because the dividend growth rate used in the constant growth DCF model is assumed to 

remain constant into inhnity. Therefore, use of a sample average dividend growth rate to 

compute the estimated DCF cost of equity for each sample company better reflects a 

dividend growth rate that might reasonably be expected to continue into infinity, as opposed 

to the unreasonably high (10.75 percent) and low (3.00 percent) growth rates utilized by Ms. 

Ahem for SJW Corporation and American States Water, respectively, in her DCF analysis. 

What is Ms. Ahern’s sample average DCF dividend growth (g) rate? 

Although not presented in Exhibit PMA- DT 2, Schedule 5 (Page l), Staff determined Ms. 

Ahem’s sample average dividend growth rate to be 5.75 percent, as shown in column p] of 

Staff Exhibit JAC-A. 
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Q- 

A. 

Did Staff prepare a restatement of Ahern Exhibit PMA- DT 2, Schedule 5 (Page 1) to 

demonstrate how use of this 5.75 percent sample average dividend growth (g) rate 

would have increased the sample median DCF estimate Ms. Ahern reelies upon in this 

proceeding? 

Yes. As shown in Exhibit JAC-By Staff prepared a second restatement to Exhibit PMA- DT 

2, Schedule 5 (Page 1) utilizing her 5.75 percent overall sample average dividend growth (g) 

rate in the computation of a DCF indicated cost of equity estimate for each sample company. 

As can be seen, Columns [A]-(cFl present Staffs restatement to Ms. Ahem’s DCF 

methodology with a semi-annual adjustment made to the expected dividend (Dl,JP0) yield. 

As shown, when applying the 5.75 percent sample average dividend growth rate to each 

company, there is no change to Ms. Ahern’s 8.86 percent sample average DCF indicated cost of 

equity (i.e., it remains at the level reported in column 8 of Exhibit PMA- DT 2, Schedule 5 

page 1)); however, Ms. Ahem’s sample median DCF indicated cost of equity rises to a level 

of 8.78 percent, a w e  4 I bmixpointx higher than the 8.37 percent sample median estimate she 

reGes upon for purposes of her DCF analysis. As shown, columns [G]-[Kl of Exhibit JAC-B 

present the same calculation, but utilizing an unadjusted expected dividend (D1/Po) yield. As 

can be seen, had no semi-annual adjustment been made to the expected dividend yield and a 

5.75 percent sample average dividend growth (g) rate been applied to each sample company, 

Ms. Ahern’s average DCF indicated cost of equity would have been 8.95 percent (9 basis 

points higher than the 8.86 percent DCF average cost estimate reported in column 8 of 

Exhibit PMA- DT 2, Schedule 5 (Page l)), while her median DCF indicated cost of equity 

would have increased to 8.86 percent, a figure equal to her original average DCF cost of equity 

estimate and 49 busispoints higher than the 8.37 percent sample median estimate she relies upon 

for purposes of her DCF analysis in this proceeding. 
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Q. In light of the above, would it be unreasonable to conclude that Ms. Ahern may 

intentionally be trying to keep her DCF estimated cost of equity low to enhance her 

assertion that cost of equity estimates derived from the DCF model not be relied upon 

in this proceeding? 

No. I believe a reasonable observer might draw that concl~sion.~~ A. 

Ms. Ahern 3 Risk Premium Anahsis 

Q. 
A. 

Q. 

A. 

Please discuss Ms. Ahern’s Risk Premium cost of equity methodology. 

Ms. Ahem’s risk premium methodology incorporates estimates derived from two risk 

premium models, using a proxy group of nine publicly-traded water companies. Ms. Ahem’s 

primary risk premium model is the Predictive Risk Premium Modelm (“I‘RPMmy), which 

produces a median estimated cost of equity of 11.68 percent, as shown in E A b i t  PMA-DT 

2, Schedule 7 (Page 2). Her secondary model is a Risk Premium Model using an Adjusted 

Total Market Approach, which produces an estimated cost of equity of 9.96 percent, as 

shown in Exhibit PMA-DT 2, Schedule 7 (Page 3). Using the results derived from these two 

risk premium models, Ms. Ahern’s risk premium methodology generates an “average” 

estimated cost of equity of 11.25 percent, as shown in Exhibit PMA-DT 2, Schedule 7 (Page 

1)- 

Does Ms. Ahern’s 11.25 percent “average” risk premium cost of equity estimate 

represent the arithmetic mean (i.e., simple average) of the cost of equity estimates 

derived from her two risk premium models? 

No, it does not. Ms. Ahem’s 11.25 percent risk premium estimate is an unbalanced weighted 

average cost, with the cost of equity results obtained from her PWMm model assigned a 75 

41 As shown in Exhibit PMA-DT 2, Schedule 8 (Page l), for purposes of her CAPM and ECAPM analyses Ms. Ahem 
again relies on the sample median, rather than the sample average, indicated cost of equity estimate; however, for these 
cost of equity estimation models the 9.93 percent sample median estimate exceedr by 8 basis points the 9.85 percent sample 
average estimate. 
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percent weight, and those from her Risk Premium Model using an Adjusted Total Market 

Approach assigned a 25 percent weight. Had Ms. Ahern given equal weight @e., 50 percent) 

to the results of her two risk premium models, her risk premium cost of equity estimate 

would have been 10.82 percent, a figure 43 basis points lower than her unbalanced 11.25 

percent weighted average estimate (.1125 - .lo82 = .0043). 

Q. 

A. 

Q. 

A. 

What is the range of estimates for the cost of equity obtained from Ms. Ahem’s 

PRPMTM model for her proxy group of companies? 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 2), the cost of equity estimates obtained 

from Ms. Ahern’s PWMm model range from a high of 21.76 percent for American Water 

Works to a low of 10.42 percent for Connecticut Water. These cost of equity results equate 

to a total range of 1,134 basis points (.2176 - .lo42 = .1134). As shown, Ms. Ahern’s 

PWMm sample average @.e., arithmetic mean) cost of equity estimate is 13.67 percent, while 

her PWMm sample median estimate is 11.68 percent. 

What is Ms. Ahem’s stated reason for relying on the median 11.68 percent PRPMTM 

cost of equity estimate in her risk premium analysis, rather than the higher 13.67 

percent PRPMTM arithmetic mean estimate? 

Ms. Ahern states that she relies on the median estimate due to the wide range of results 

obtained from the PR.PMm model, and her desire not to give undue weight to any hrgh or 

low outliers.42 

42 See Ahem Direct, pp. 28-29,241. 
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Q. 

A. 

Q. 

A. 

Does Staff find Ms. Ahern’s risk premium methodology to be consistent with her 

stated desire not to give undue weight to any high or low cost of equity outliers 

obtained from the PRPMTM model? 

No. Given the 

magnitude of the range of estimates obtained from the PRPMm model, and in view of Ms. 

Ahem assigning a 75 percent weight to the median cost of equity results obtained therefrom, 

her risk premium methodology gives sipficant weight to the PRPMm cost of equity 

estimates which exceed her 11.68 percent sample median PRI’MTM estimate. A review of 

Ahem Exhibit PMA-DT 2, Schedule 7 (!?age 2), indicate these would include the PRPMTM 

cost of equity estimates for American Water Works (21.76 percent), Aqua America (17.82 

percent), York Water (15.71 percent), and Artesian Resources (12.33 percent). 

In fact, Ms. Ahem is very inconsistent with regards to this statement. 

In light of the above noted inconsistency, did Staff quantify the effective PRPMTM cost 

of equity cost rate used by Ms. Ahern in arriving at her 11.25 percent estimated risk 

premium cost of equity? 

Yes. As shown in Exhibit JAC-Cy Staff prepared a restatement of Ms. Ahem’s Exhibit PMA- 

DT 2, Schedule 7 (Page l), which presents a s u m m a r y  of her risk premium results. Scenario 

[A] presents Ms. Ahem’s actual weighted average risk premium cost of equity calculation, 

which assigns a 75 percent weight to her median 11.68 percent PWMm cost of equity 

estimate to arrive at her overall 11.25 percent risk premium estimate. As shown in scenario 

@3], however, Ms. Ahem’s effective PRPMm cost of equity estimate is shown to be 12.54 

percent. In solving for this effective cost rate, Staffs calculation assigns a 50 percent weight 

to the cost of equity results obtained from each risk premium model, and assumes that the 

average (i.e., arithmetic mean) risk premium cost of equity remains at 11.25 percent. As 

shown, this 12.54 percent effective PWMm cost rate exceeds by 86 basis points the 11.68 
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percent median PRPMm cost rate Ms. Ahem purports to rely upon in her risk premium 

methodology (.1254 - .1168 = .0086). 

Q. 
A. 

Q. 
A. 

Please provide a general discussion of Ms. Ahern’s PRPMTM model. 

As described in her direct testimony,@ Ms. Ahern’s PRPMm model borrows upon the work 

of Robert F. Engle, a Nobel Prize Winning economist for his ‘methods of analyzing economic 

time series with time-varying volatility (“ARCH’)’, with ARCH standing for autoregressive 

conditional heteroskedasticity. When explaining the PRPMm, Ms. Ahem states that in 

financial markets, “volatility changes over time and is related from one period to the next,” 

and that Engle discovered that “volatility in prices and returns also clusters over time, making 

it highly predictable and available to predict future levels of risk and risk premiums.” Ms. 

Ahem goes on to say that the PWMm model “estimates the risk/retum relationship directly 

by analyzing the actual results of investor behavior,” thus eliminating the need for “sz@ective 

judgments as to the inputs required for the application of other cost of common equity models” 

(emphasis added). In closing on this point, Ms. Ahern states that the PWMm is based not 

upon “an estimate of investor behavior, but rather upon the evaluation of the results of that 

behavior, ie., the valiance of historical equity risk premiums, in other words, the predicted 

equity risk premium is generated by the prediction of volatility (risk).” 

What are the inputs to Ms. Ahern’s PRPMTM model? 

As noted in her testimonyY4 the inputs to the PRPMTM model are the historical [monthly] 

returns on the comrnon shares of each company in the proxy group minus the historical 

Ahern Direct, pp. 27-28, 14:7. 
Ahern Direct, p. 28, lines 11- 20. 

43 

44 
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monthly yield on long-term U.S. Treasury securities through September 2013,45 and a 

forecasted 4.31 percent risk-free rate. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In the derivation of her PRPMTM equity risk premiums, does Ms. Ahern give equal 

weight to all historical periods in the time series through September 20l3? 

Apparently not. In her testimony, Ms. Ahem states that, “&eater weight isgiven to  more recent time 

periods, in contrast to reliance apon the arithmetic mean premium which gives equaL weigh to each observed 

premium (emphasis added).”& 

As  described in her testimony, how does Ms. Ahern compute a PRPMTM derived 

equity risk premium for each of her nine sample companies? 

As noted in her testimony4’, Ms. Ahern states that “using a generalized form of ARCH, 

known as GARCH [i.e., Generalized Autoregressive Conditional Heteroskedasticity], each 

water company’s projected equity risk premium was determined using EviewsO statistical 

software.” 

Is it accurate to say that among the cost of equity estimation models employed by Ms. 

Ahern in this docket, she relies most heavily on cost of equity estimates derived from 

the PRPMTM model? 

Yes. Not only is the PWMm model Ms. Ahem’s primary cost of equity estimation model in 

this proceeding, but PWMm derived cost of equity mettics permeate her entire analysis. As 

will be discussed, with the exception of her single-stage constant growth DCF model, Ms. 

Ahern’s cost of equity methodology incorporates PWMm derived mettics in both her 

45 A review of the work papers supporting Ms. Ahern’s Exhibit PM-DT 2, Schedule 7 (Page 2) reveal that these inputs 
are used in the determination of the monthly variances calculated for each of her nine sample companies through 
September 2013; however, the narrative of Ms. Ahem’s direct testimony makes no mention of this. 

47 Ahern Direct, p. 28, 13-15. 
Ahern Direct, p. 28, lines 7 - 10. 46 
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secondary W M  model @e., Risk Premium Model using an Adjusted Total Market Approach) 

as well as her CAPM and ECAPM models; the result on each occasion being an increase to Ms. 

Ahem’s estimated cost of equity derived therefrom. 

Q. 

A. 

Q. 

A. 

In view of the importance of the PRPMTM to her cost of equity analysis in this 

proceeding, did Staff find the explanation of the PRPMTM model provided in Ms. 

Ahem’s testimony to be meaningful/satisfactory? 

No. Ms. Ahem’s explanation of the PWMm covers less than two pages @p. 27-28), and fails 

to adequately describe in a meaningful way the methodology employed to determine a 

PRPMm derived equity risk premium for each of her nine sample companies.48 Furthermore, 

while a review of the work papers supporting Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2) 

provides insights into Ms. Ahem’s PWMm cost of equity methodology, the critical values 

used to determine her PWMm derived equity risk premiums for each sample company have 

been hardcoded into the Excel spreadsheet, thus precluding any sort of independent analysis 

or verification as to their calculation. 

Is Staff aware of any cost of capital analysts who, when filing testimony before other 

regulatory jurisdictions, have similarly been critical of Ms. Ahern for failing to 

adequately explain the PRPMTM model and/or provide support for her cost of equity 

estimates derived therefrom? 

Yes. Staff conducted research on the internet to identify dockets in other regulatory 

jurisdictions in which Ms. Ahem fled testimony employing cost of equity estimates derived 

from the PWMm model. In doing so, Staff located several dockets in which the analyst 

charged with the responsibility of responding to Ms. Ahem’s PWMm cost of equity 

testimony was critical of both her explanation of the PWMm model and lack of support for 

48 In explaining the PRI?W<, Ms. Ahem uses the expression, “in other worh,” (emphasis added) on two separate 
occasions. 
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her PWMW cost of equity results. In one such docket, a consultant testifying on behalf of 

the Division of Rate Council for the State of New Jersey was particularly blunt in his 

assessment of Ms. Ahem’s PRPMTM analysis. In response to the question, “How were the 

PRPMW estimates calculated?,” Mr. Matthew I. Kahal responded as follows: “I cannot 

determine how these values or estimates were calculated, either from the testimony 

description or schedules. It appears to be a ‘black box’ method.”49 

Q. 

A. 

Based upon Staffs review of the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), please describe the methodology used by Ms. Ahern to 

determine a PRPMTM derived equity risk premium for each sample company. 

As shown in Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2), for each of her nine sample 

companies Ms. Ahem’s PWMm derived equity risk premium is determined as a function of a 

GARCH coefficient calculated utilizing EviewsO proprietary statistical software, and an 

average variance value. A review of the work papers indicates that for each sample company, 

the average variance value represents the arithmetic mean of all observed monthly variances 

in the time series, with the monthly variances input into the model representing the realized 

monthly retum on the common stock of each sample company rainus the historical yield on 

long-term US.  Treasury securities for that same month.50 As shown in Note 1 of Exhibit 

PMA-DT 2, Schedule 7 (Page 2), each company’s estimated variance is “calculated from hrst 

available trading month through September 2013.” For each sample company, Ms. Ahem 

then computes a PWMW derived equity risk premium by multiplying the GARCH 

49 See Direct Testimony of Matthew I. Kahal (OAL Docket No. PUC 16310-2012N; and BPU Docket No. ER12111052), 
in the Matter oftbe Venped Petition ofjersy Centralpower Q Lght  Compay for Re.view andApproval ofIncreases in and Other 
Adjustments to its Rates and Chargesfor Electric Service, andforApproval o f  other Proposed Tanff Revisions in Connection therewith; and 
forApprovalofan Accebated Rekabi& Enhancement Pngram (“072 Base Rate Fikng’?, filed June 14,2013, p. 51. 
htto://www.state.ni.us/~~a/docs/ER12111052 lCP&L Base Rate Case Matt Kahal Direct Testimonv.Ddf 

months, the period, January 1926 - September 2013. 
As shown in the work papers, Ms. Ahem’s average variance time series incorporates a period spanning a total of 1,052 
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coefficient and average variance values together, adding one (1) to that quantity, and then 

annualizing that figure by raising it to the 12* power and subtracting one (l).51 

Q. 

A. 

Q. 

A. 

For each sample company, how does Ms. Ahern arrive at her PRPMTM derived 

indicated cost of common equity? 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 2), for each sample company Ms. Ahem 

as-rives at her PRPMTM indicated cost of equity by adding a forecasted 4.31 percent risk-free 

(RJ rate to the PWMm derived equity risk premium. 

Does Staff consider use of a forecasted risk-free rate to be appropriate for purposes of 

estimating the market cost of equity? 

No. The appropriate risk-free interest rate to be used is the current rate bome by investors in 

the marketplace. Ms. Ahem's use of a forecasted risk-free rate serves to overstate the 

estimated market cost of equity derived from her PRPMm, CAPM and ECAPM models. At 

present, the current 30-year long-term spot Treasury yield is 2.74 percent,52 which suggests 

that Ms. Ahem's cost of equity estimates derived from each of these three models has been 

overstated by 157 basis points (.0431 - .0274 = .0157)?3 

51 To illustrate this calculation for American Water Works, Ms. Ahem multiplies the GARCH coefficient (4.769091604) 
by the average monthly variance (0.0028), which equates to a quantity (rounded) of 0.013491 ((4.769091604 * 0.0028) = 
0.013491). To this figure she adds one @e., 1.013491), and annualizes that figure by raising it to the 12" power 
(1.013491"12), resulting in the quantity 1.174456. By subtracting one from that quantity (1.174456 - l), Ms. Ahern 
obtains a 17.45 percent (rounded) P R P W  derived equity risk premium for American Water Works, as shown in Exhibit 
PMA-DT 2, Schedule 7 (Page 2). 
52 As of Staffs December 17,2014 spot-price date, the yield on the 30-year U.S. Treasury se&ty was 2.74 percent. 
53 As will be discussed, Ms. Ahern employs this same 4.31 percent forecasted risk free rate in her CAPM and ECAPM 
models. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

Is there anything else Staff found troublesome with Ms. Ahern’s proposed 4.31 percent 

forecasted risk-free rate? 

Yes. In this docket three of the five EWAZ districts @e., Mohave Water, Paradise Valley 

Water and Sun City Water) are seeking authorization for a System Improvement Benefit 

(“SIB”) mechanism which, if approved, would requixe each district to file another rate case 

after five years (i.e. in 2020). However, the 4.31 percent forecasted risk-free rate proposed by 

Ms. Ahem incorporates forecasts of 30-year U.S. Treasury Note yields obtained from Bhe 

Chip Fizamial Foreca~t~ which extend well beyond this five year period of time. Thus, as 

shown in Exhibit PMA-DT 2, Schedule 8, (Page 2), Note 2, Ms. Ahern needlessly inflates the 

forecasted risk-free rate used in her analysis, as she includes interest rate forecasts extending 

out to the six year period, 2020-2025. 

Earlier you pointed out that in the derivation of her PRPMTM equity risk premiums, 

Ms. Ahern assigns “greater weight” to “more recent fimeperiods,” rather than relying 

on “the arithmetic mean premium which gives equal weight to each observed 

premium,” correct? 

Yes. 

Yet based upon Staffs review of the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), it appears Ms. Ahern gives “equal weight’ to all observed 

monthly variances in the PRPMTM time series, as the average variance for each 

sample company is computed as an arithmetic mean value, true? 

Yes. As noted earlier, when reviewing the work papers supporting Exhibit PMA-DT 2, 

Schedule 7 (Page 2), Staff determined that the average variance shown for each sample 

company was computed as the arithmetic mean of all monthly variances displayed in the 

P W M  T M -  tune series for that company. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In her testimony, does Ms. Ahern explain how she effectuates giving “greater weight” 

to more recent time periods? 

No, she does not. 

In her testimony, does Ms. Ahern define what is meant by the expression, “more 

recent time periods?” 

No, she does not. 

In light of the above, does Staff have knowledge or information which would shed 

light on this issue? 

Yes. Pursuant to information obtained in a data request, Staff learned of an assumption 

made by Ms. Ahem concerning the date the common stock each of her sample companies 

initially became publicly traded. As will be discussed, in making this assumption the ‘tfirst 

avaihble trading tune series for each sample 

company effectively excludes from consideration all historical monthly return data on the 

common stock of her sample companies which pre-dates the initial monthly variances input 

into the PRPMTM time series. It is in this manner that Ms. Ahern effectuates giving “greater 

weight to more recent timeperiod?’ in the derivation of her PWMm equity risk premiums. 

T M .  employed by Ms. Ahem in her PRPM 

Please continue with your discussion of the data request prepared by Staff, and Ms. 

Ahern’s response. 

As shown in Note 1 of Exhibit PMA-DT 2, Schedule 7 (Page 2), for each sample company 

Ms. Ahem’s PWMm derived equity risk premium is calculated based upon a time series of 

monthly variances obtained from ‘‘first available trading month through September 2013.” 

Staff issued data request JAC 13.8(a-d) to inquire of Ms. Ahem as to what was meant by the 

-~~ 

54 See Exhibit PMA-DT 2, Schedule 7 page 2), Note 1. 
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expression, ‘‘jrft availablle trading month,” and to elicit information as to the date each of her 

nine sample companies initially went public in order to determine if the PWM &ne series 

used for each sample company conformed to the period over which its common stock had 

been publicly traded. Ms. Ahern’s response to Staff Data Request JAC 13.8 is attached as 

Attachment JAC-8. As can be seen, Ms. Ahern responded by stating that for each of her nine 

sample companies, the words tfirst available trading month‘ refers to “the first month of data 

provided by the Center for Research in Securities Prices ~cCRSP@7’) from the University of 

Chicago Booth School of Business.” Ms. Ahem goes on to say that she “assumes” 

(emphasis added) the hrst month of data provided by CRSP’ to be “the month in which the 

water companies stock initially went public.” In closing, Ms. Ahern justifies use of CRSP@ 

data for purposes of her PRE’MTM time series on grounds that, “[iln any event, the data 

provided by C U P @  is the longest available series of market data for these companies.” 

TM . 

Q. 

A. 

Q. 

A. 

Did Ms. Ahem provide Staff with the information requested concerning the date each 

of her nine sample companies initially went public? 

No, she did not. 

In light of the above, does Staff have reason to believe that the PRPMTM time series 

utilized by Ms. Ahern for each company in her proxy group may not conform to the 

period over which its common stock has been publicly traded? 

Yes. 
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Q. 

A. 

Q. 

A. 

After reviewing the work papers supporting Ahern Exhibit PMA-DT 2, Schedule 7 

(Page 2), does Staff believe that cost of equity estimates derived from Ms. Ahern’s 

PRPMTM model should be relied upon for purposes of setting rates in this docket? 

No, and for two reasons. First, the critical values used by Ms. Ahem in her PWMm analysis 

(i-e., the GARCH coefficient and the monthly variances input into the model for each sample 

company) have been hardcoded into the Excel file, effectively precluding any independent 

verification as to their calculation. Second, the assumption made by Ms. Ahem concerning 

‘tf;..t availahk trading mot~tb,” is invalid. As will be demonstrated, the monthly inputs to her 

PWMm time series for at least five of her nine sample companies do not conform to the 

period over which the common stock of those companies has been publicly traded. The 

most glaring example of this circumstance relates to York Water Company (“York”), an 

investor-owned going concem whose stock has been publicly-traded since the year of the 

company’s foundmg in 1816;’ for which Ms. Ahem’s PRPMm time series does not begin 

until February 2001.56 

Does Staff believe it to be important that the PRPMTM historical time series used by 

Ms. Ahem for each proxy company conform to the period over which its common 

stock has been publicly traded? 

Yes, because the PWMm is predicated on the notion that a market risk premium for each 

sample company can be obtained from a historical time series of market prices and returns. 

In her testimony, Ms. Ahem identifies the inputs necessary to obtain a PRPMm derived 

55 Staff sent an e-mail to York’s chief financial officer inquiring as to the date the company’s common shares first became 
publicly-traded. In a response e-mail received from York dated October 8,2014, Staff was informed that York’s shares 
have been publicly traded since 181 6. 
56 In checking the U. S. Security and Exchange Commission’s Edgar website, Staff found that the earliest Form 10-K 
filing by Yo& Water Company stiU available on-line was for the year 1995. Exhibit 13 of the 10-K filing for that year 
contained York Water’s 1995 Annual Report to Shareholders, and among the highlights noted in the letter to York 
shareholders written by the Company’s President and Chief Executive Officer was that in 1995 Yo& celebrated both its 
1 80fh anniversary of doing business, and the issuance of its 500” consecutive dividend to shareholders. 
http: / /www.sec.~ov/Archives /ed-m/data / 108985 /0000108985-96-000012.ix~ 
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equity risk premium as (i) “the historical [monthly] returns on the common shares of each 

company in the proxy group” and (ii) “the historical monthly yield on long-term U.S. 

Treasury securities through September 2013.”57 It stands to reason, therefore, that a PRPMTM 

derived equity risk premium obtained for each sample company should properly give 

recognition to the fxl period @.e., time series) over which its common shares have been 

publicly traded. To do otherwise (i.e., use a shorter, more abbreviated time period) would call 

into question the very thing which Ms. Ahem identifies as being a strength of the PWM* 

relative to other cost of common equity models; namely, its ability to eliminate the need for 

“sxljjectiuejx&ment.r as to the inpxtJ required” (emphasis added).58 

Q. 
A. 

Q. 

A. 

What is Ms. Ahern’s PRPMTM cost of equity estimate for York? 

As shown in Ahem Exhibit PMA-DT 2, Schedule 7 (Page 2), the PWMm derived cost of 

equity estimate for York is 15.71 percent. This cost of equity figure exceeds Ms. Ahern’s 

sample average PRPMTM cost of equity estimate by 204 basis points (.1571 - .1367 = .0204), 

and her sample median PWMm cost of equity estimate by 403 basis points (.1571 - .1168 = 

.0403). Furthermore, a review of Exhibit PMA-DT 2, Schedule 7 (Page 2) reveals that among 

her nine sample companies, only American Water Works (21.76 percent) and Aqua America 

(17.82 percent) have higher estimated PWMm cost of equity estimates. 

Did Staffs review of the work papers shed light as to why Ms. Ahern’s PRPMTM cost 

of equity estimate for York was high relative to her proxy group as a whole? 

Yes. As shown in Exhibit PMA-DT 2, Schedule 7 (Page 2), Ms. Ahem’s PRPMm model 

generated an average variance value of 0.46% for York (among her sample companies, only 

Aqua America had a higher average variance, 0.48%). Upon reviewing the work papers, Staff 

found that the initial monthly variance figures hardcoded into Ms. Ahem’s PWMm model 

57 AhernDirect, p. 28, lines 11-13. 
58 Ahem Direct, p. 28, lines 3-4. 



1 

2 

3 

4 

5 
6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of John A Cassidy 
Docket No. WS-O1303A-14-0010 
Page 65 

for York were significantly higher than those of the other eight sample companies. In fact, 

the initial month (i.e., February 2001) variance for York exceeded that of the other eight 

sample companies by a factor of 11.495 (2.73% vs 0.2375%), while York‘s initial year @.e., 

first 12 months) average monthly variance exceeded that of the other sample companies by a 

factor of 6.834 (1.70% vs 0.24875%). 

Q. 

A. 

Q. 

A. 

Did Staff inquire of Ms. Ahern as to why the initial PRPMTM monthly variances for 

York were not representative of her proxy group, and if so, what was her response? 

Yes. Staff issued data request JAC 13.9(a) requesting that she explain why the initial monthly 

variances for York were not representative of her sample, and to identify all factors which 

would explain the sipficant disparities between York and the other eight sample companies. 

Ms. Ahern’s response to Staff Data Request JAC 13.9(a) is attached as Attachment JAC-I. As 

can be seen, Ms. Ahern acknowledges that ‘York‘s early predicted variances appear out of 

line relative to those of the other water companies,” but provides no insight as to the factors 

explaining this sigdicant disparity. Instead, she chooses not to “speculate” as to the reasons 

why York‘s “early predicted variances differ from those of the other eight water companies in 

her proxy ~ O U P . ”  

Does Staff find Ms. Ahern’s characterization of PRPMTM predicted variances obtained 

from a time series beginning February 2001 for York as, “early,” to be appropriate? 

No, because York‘s common shares have been publicly traded for almost 200 years (since 

1816). In view of this fact, any predicted variances for York derived from a PRPMm time 

series begvltllng in February 2001 should more properly be considered, “very recent.” 
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Q. 

A. 

Q. 

A. 

Was Staff able to locate a time series of daily historical stock prices for York on the 

internet which preceded that of Ms. Ahern's February 2001 PRPMTM time series? 

Yes. Staff located a time series of historical stock prices for York on the Yahoo! Finance 

website covering the period, May, 3, 1999 to present59 This historical time series precedes by 

21 months the February 2001 CRISP@) time series utilized in Ms. Ahem's PWMm time 

series. For each trading day, the historical market data provided on the Yahoo! Finance 

website includes York's opening stock price, intraday high and low stock prices, closing stock 

price, trading volume, and adjusted closing stock price. Additionally, the Yahoo! Finance 

website displays the date and amount of all quarterly dividends distributed to York 

shareholders on a per share basis, and records all stock splits. 

How far back does Staff believe Ms. Ahern's PRPMTM historical time series for York 

should extend? 

At a bare minimum, Ms. Ahern's PRPMm time series for York should reasonably be 

expected to extend back to January 1926. This is the date her time series begins for the 

calculation of her 10.32 percent PRPMm market equity risk premium @e., January 1926 - 

September 2013),60 and the date her time series begins for purposes of calculating a PRPMm 

average variance for each of her nine sample companies, as shown in the work papers 

supporting Ahern Exhibit PMA-DT 2, Schedule 7 (Page 2). Whde a time series of market 

data for York going back to January 1926 may not yet have been compiled by CRSP@, that 

circumstance does not serve as justification for Ms. Ahem to arbitrarily exclude the monthly 

59 h m :  / /hance.vahoo.com/a /h~?s=YORW&a=4&b=3&~=1999&d=O&e=2&f=2013&:g=d&z=66&~=3432 
60 Ahem Exhibit PMA-DT 2, Schedule 8 page 2), Note 1. As wiU be discussed, Ms. Ahem employs this 10.32 percent 
PRPMTM derived market risk premium to obtain the 7.61 percent market risk premium used in her CAPM and ECAPM 
models. 
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variances for York which precede the start of her February 2001 PRI?MTM time series. As 

noted, York had the third hghest (15.41 percent) PRPMm estimated cost of equity among 

Ms. Ahem’s sample group of companies, and she, herself, acknowledges that her “edy‘’ 

predictive variances for York are not representative of the sample. To the extent Ms. Ahem 

chooses to estimate the cost of equity utilizing the PWMm model, Staff believes it 

incumbent upon her to access the requisite historical data needed to do so, and for York this 

would necessitate a time series extending back at least to January 1926.‘l 

Q. 

A. 

As noted above, the time series employed by Ms. Ahern for the calculation of her 10.32 

percent PRPMTM market equity risk premium covers the period, January 1926 - 

September 2013. Does use of a time series extending back to January 1926 for 

purposes of calculating a PRPMTM market equity risk premium serve to increase, or 

decrease, Ms. Ahearn’s PRPMTM cost of equity estimates in this proceeding? 

It serves to inmaJe her PRPMm derived cost of equity estimates. A review of Ms. Ahem’s 

work papers supporting Ahem Exhibit PMA-DT 2, Schedule 8 (Page 2) indicate that the 

highest market equity risk premiums were observed during the 1930s @e., Great Depression); 

thus, by extending the time series back to January 1926, Ms. Ahem obtains a &her calculated 

market equity risk premium. 

61 It should be noted that a P R P W  time series for York beginning in January 1926 effectively excludes the first 110 
years of market data for the company, as York’s common stock has been publicly traded since the year 1816. 
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Q. 

A. 

Please identify the other sample companies in Ms. Ahern’s proxy group which Staff 

has reason to believe the PRPMTM time series utilized by Ms. Ahearn may be 

problematic. 

As shown in Exhibit JAC-D, for each sample company in Ms. Ahern’s proxy group, Staff 

conducted research to detennine the following: year of founding, shown in column [A]; year 

common shares hrst publicly traded, shown in column [B]; date of initial stock split, shown in 

column [C]; year initial common stock dividend paid to shareholders, shown in column [D]; 

and period over which common stock dividend has been consecutively paid, shown in 

column PI. Column [Fl presents the initial month/year of Ms. Ahern’s PRPMTM time series 

for each sample company. Based upon its findings, Staff believes that in addition to York, 

there is good reason to question Ms. Ahem’s PRPMTM time series for American States Water 

(“AWR”), California Water (“CWT”), Middlesex Water (“MSEX”), and S J W  Corporation 

(“SJW”), as the common shares of these four companies appear to have been publicly traded 

well in advance of the initial monthlyear of Ms. Aheam’s PRPMm time series for each. 

Specifically, as shown in Column [B], the common stock of American States Water went 

public in 1936, while the common stock of S J W  Corporation did so in 1945; nevertheless, as 

shown in column Ms. Ahem’s PRPMTM time series for these companies does not begin 

until January 1973 and March 1972, respectively. As shown in column [C], the common 

stock of Califomia Water experienced an initial stock split in the year 1940, while the 

common shares of Middlesex Water experienced a stock split on October 31, 1927; however, 

as shown in column @?‘I, for each of these companies, Ms. Ahearn’s PRPM txne series does 

not begin until January 1973. 

T M .  
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is a stock split, and why is it evidence that a company’s common shares are 

publicly traded? 

A stock split is typically announced by a company only after the company’s common shares 

have experienced a substantial run-up/increase in market price, the purpose of the stock split 

being to make the Company’s shares seem more affordable to small investors.62 Although the 

number of outstanding shares increases and the price per share decreases, the market 

capitalization (i.e., value) of the company following a stock split does not change. For 

obvious reasons, therefore, the announcement of a stock split is evidence that a company’s 

common shares are carnntb publicly traded, as the stock split is intended to enhance 

marketability and liquidity ajer a substantial increase in market price has taken place. 

Does this suggest that the common shares of California Water and S J W  Corporation 

were publicly traded prior to the date of the initial stock split shown for each in 

column [C] of Staff Exhibit JAC-D? 

Yes. 

Does Staff concur with the PRPMTM time series utilized by Ms. Ahern for the 

remaining four companies in her proxy group (Le., American Water Works, Aqua 

America, Artesian Resources and Connecticut Water)? 

Staff concurs with Ms. Ahem’s PRPMm time series for American Water Works63 and Aqua 

America.64 For Ms. Ahem’s remaining two sample companies, Artesian Resources and 

62 httv: / /www.investopedia.com/ask/answers /113.asp 
63 Founded in 1886, American Water Works was a publicly-traded entity for many years, but was eventually acquired by 
the German conglomerate, RWE AG. On March 24,2006, RWE AG announced its intent to pursue an initial public 
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Connecticut Water, as shown in Exhibit JAC-D Staff was unable to determine when the 

common shares of these companies hrst became publicly-traded. 

Q. 

A. 

Would Staff care to comment on Ms. Ahern’s PRPMTM derived equity risk premium 

for American Water Works? 

Yes. As shown in Ahern Exhibit PMA-DT 2, Schedule 7 (Page 2), among Ms. Ahem’s nine 

sample companies American Water Works has the highest PWMm derived equity risk 

premium, 17.45 percent. Based on the figures provided in Exhibit PMA-DT 2, Schedule 7 

(Page 2), Staff determined Ms. Ahem’s overall sample average @e., arithmetic mean) PWMm 

derived equity risk premium to be 9.36 percent.G5 Thus, in absolute terms the 17.45 percent 

PWMm derived equity risk premium for American Water exceeds that of her proxy group by 

809 basis points (.1745 - .0936 = .0809), while in relative terms the PRPMTM derived equity 

risk premium for American Water exceeds that of the sample by 86.47% ((.1745 /.0936) - 1 

= 3647). 

offering (“PO”) in the U.S. for the shares of American Water, and in so doing once again returned American Water to its 
s t a t u s  as a publicly-traded entity. http://waterindust~~.orp//New%20Proiects /American-1 8.htm 
The IPO of American Water Works common stock took place on April 23,2008. 
h m :  / /hnance.vahoo.com/q /h~?a=&b=&c=&d=O&e=2&f=2013&e=d&s=awk&ql=l 
64 Based upon its research, Staff determined that the common shares of the company now known as Aqua America, Inc. 
initially went public in 1971. At the time of the 1971 initial public offering, however, the company name was Philadelphia 
Suburban Corporation (NYSE ticker symbol: PSC). The company changed its name in order to reflect Philadelphia 
Suburban’s transition from a regional company in Philadelphia to one which served 2.5 million water and wastewater 
customers in 15 states. The name change took effect October 10,2003, with the company’s NYSE ticker symbol 
changmg from PSC to WTR. htttx / /waterindustrv.orC/Water-Facts /PSC.htm 
65 Had Ms. Ahem excluded American Water Works from her proxy group, the overall sample average PRPIVP~ derived 
equity risk premium for the remaining eight publicly traded companies in her sample would have fallen to 8.34 percent. 
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Q, 

A. 

Q. 

A. 

Q. 

A. 

What PRPMTM time series did Ms. Ahern use when calculating the above 17.45 

percent PRPMTM derived equity risk premium for American Water Works? 

The PWMm times series used by Ms. Ahem to calculate the above noted PWMm derived 

equity risk premium for American Water extended from, May 2008 - September 2013, a 

period covering 65 months. 

Does Staff have any way of knowing what Ms. Ahem’s PRPMTM derived equity risk 

premium for American Water Works would have been had she based her calculations 

on a PRPMTM time series extending through August 2013 (i.e., a 64 month period) 

rather than September 2Ol3? 

Yes. In direct testimony fled on behalf of Tidewater utilities, Inc. before the Delaware 

Public Utilities Commission, Ms. Ahern’s PWMm derived equity risk premium for American 

Water Works was reported to be 22.38 percent, utilizing a PRPMTM time series extending 

through August 2013.66 This figure exceeds by 493 basis points Ms. Ahern’s 17.45 percent 

PWMm derived equity risk premium calculated for American Water in the instant docket 

(2238 - .1745 = .0493). 

In the above referenced Tidewater Utilities docket, did the analyst charged with the 

responsibility of responding to Ms. Ahern’s testimony provide an assessment of her 

PRPMTM analysis? 

Yes. Mr. Charles W. King, an expert witness testifying on behalf of the Staff of the Delaware 

Public Service Commission, assessed it as follows: “Based on the foregoing, I submit that Ms. 
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Ahem’s PWMm analysis is both conceptually and computationally so flawed that it should 

be given no weight whatever in determining Tidewater’s required return on 

Q- 

A. 

Does Staff have any way of knowing what Ms. Ahern’s PRPMTM derived equity risk 

premium for American Water Works would have been had she based her calculations 

on a PRPMTM time series extendmg through October 2013 (i.e., a 66 month period) 

rather than September 20l3? 

Yes. In direct testimony fded on behalf of the Maine Water Company before the Maine 

Public Utilities Commission, Ms. Ahem’s PRPMTM derived equity risk premium for American 

Water Works was reported to be 21.60 percent, utilizing a PRI’Mm time series extending 

through October 2013.68 This figure exceeds by 415 basis points Ms. Ahem’s 17.45 percent 

PWMm derived equity risk premium calculated for American Water in the instant docket 

(.2160 - .1745 = .0415). 

66 See Direct testimony of Pauline M. Ahem, Prepared on Behalf of Tidewater Utilities, Inc., In the Matter oftbe Appkcation 
ofTia!mater Utikties, Inc.for a GeneralRate Inmeaxe (Docket No. 13-466) dated November 2013, Exhibit No. T-6, Schedule 7 
(Page 2 of 11). hm: / /de~sc.delaware.~ov/water/l3-466%20AUSo/~20Cons~~nts.pdf 
67 See Direct testimony of Charles W. King, Submitted on Behalf of the Staff of the Public Service Commission, State of 
Delaware, before the Delaware Public Service Commission, In the Matter ofthe Appkcation af Tidewater Utikties, Inc.for a 
GeneralRate Inmeax (Docket No. 13-466) dated May 20,2014, p.25, lines 7-9. htttx//depsc.delaware.gov/water/l3- 
466%20&g.pdf 
68 See Direct testimony of Pauline M. Ahern, Prepared on behalf of the Maine Water Company, In the Matter ofthe 
Appkcation ofthe Maine Water Conzpaq CamdenlRockbndfor a Rate Increase, Maine Public Utilities Commission (Docket No. 
2013-00362), fded December 13,2013, Schedule PMA-6 (Page 2 of 11). https://mpuc- 
cms.maine.eov/COM.Public.WebUI /MatterManaeement /hlatterFilingItem.aspx?F~gSe~=79876&CaseNumber=2013- 
00362 

https://mpuc
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In view of the significant month to month fluctuations to Ms. Ahern's PRPMTM 

derived equity risk premium for American Water, does Staff believe this to be an 

additional reason why cost of equity estimates obtained from the PRPMTM should be 

given no weight in th is  proceeding? 

Yes. 

Does Staff h o w  of other cost of capital analysts who use the PRPMTM as a cost of 

equity estimation model? 

The PRPMTM is a relatively new cost of equity estimation model, which to date has only been 

used by Ms. Ahem and her associates at AUS  consultant^.^^ 

To Staffs knowledge, have cost of equity estimates derived from the PRPMTM 

previously been adopted in a rate proceeding? 

No. To date, cost of equity estimates derived from the PRPMm have not been adopted in a 

rate pr~ceeding.~' In fact, PRPMm derived cost of equity estimates proposed by Ms. Ahern 

were specifically rejected by the Maine Public Utilities Commission, which found as follows: 

We are not convinced that we should accept results based on a newly derived 
analyttcal model that has not yet been rigorously vetted. As acknowledged by 
Ms. Ahern, the PRl?MrM model is one that was developed by her consulting 
firm Associated Utility Services (AUS) and has been used only by AUS cost 
of equity consultants since 2012. January 14, 2014 Tr. at 37. To the best of 
Ms. Ahem's knowledge, no other utility cost of capital consultants uses the 
PRPMTM methodology and no state commission has adopted it. January 14, 
2014 Tr. at 39-40. As stated by Mr. Hill, the model does not easily lend itself 
to analysis and independent verification of accuracy. At this point, we are not 
prepared to incorporate the results of the analysis using the PRPMTM inputs 
into our determination of an appropriate ROE in this case. This does not 

. 

69 Information provided in response to Staff Data Request JAC 13.6. 
70 Information provided in response to Staff Data Request JAC 13.5. 
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however preclude us from future reliance once the model is fully vetted by 
academia and other regulatory bodies.71 

MJ. Ahern 3 R i ~ k  Premium Model Using a Total Market Approach 

Q. 

A. 

Please describe the cost of equity methodology used by Ms. Ahern in the computation 

of her 9.96 percent estimated cost of equity derived fiom the Risk Premium Model 

Using a Total Market Approach. 

As shown in Exhbit PMA-DT 2, Schedule 7 (Page 3), Ms. Ahem’s estimated 9.96 percent 

cost of equity is computed as the sum of a 5.27 percent adjusted prospective bond yield and a 

4.69 percent equity risk premium (.0527 + .0469 = .0996). Ms. Ahem’s estimated 4.69 

percent equity risk premium is computed as the arithmetic mean of two drfferent equity risk 

premiums; one derived using a beta approach (4.67 percent) and the other using a holding 

period return approach (4.70 percent), as shown in Exhibit PMA-DT 2, Schedule 7 (Page 7).  

Details of Ms. Ahem’s beta approach calculation are provided in Exhibit PMA-DT 2, 

Schedule 7 (Page 8), while details of her holding period return approach are presented in 

Exhibit PMA-DT 2, Schedule 7 (Page 11). 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 3),  Ms. Ahern’s adjusted 5.27 percent 

prospective bond yield is based upon a prospective 5.08 percent Aaa rated corporate bond 

yield, adjusted for yield spread (0.23 percent) and bond rating (<0.04 percent>) differences 

(.OS08 + .0023 - .0004 = .0527). As shown in Exhibit PMA-DT 2, Schedule 7 (Page 8, Note 

3), Ms. Ahem’s 5.08 percent prospective bond yield is derived from consensus forecasts of 

‘Aaa’ rated corporate bonds covering (i) the 18-month period, 4 4  2013 - Q1 2015, (ii) the 

five year period, 2015-2019, and (iii) the five year period, 2020-2024. Detads of the 

71 See Maine Water Company-Camden & Rockland Division, Maine Public Utilities Commission (Docket No. 2013- 
00362), Find Order, pp. 11-12. 
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adjustments Ms. Ahem makes to this 5.08 percent prospective bond yield are provided in 

Exhibits PMA-DT 2, Schedule 7 (Page 6) and PMA-DT 2, Schedule 7 (Page 7). 

Q. 

A. 

Q. 

A. 

Does Ms. Ahem employ PRPMTM derived metrics in the computation of the 4.69 

percent equity risk premium obtained from her Risk Premium Model Using a Total 

Market Approach? 

Yes. Ms. Ahern employs PRPM? derived mettics when computing an equity risk premium 

utitizing both her beta approach and holding period approach methodologies. 

Please describe how use of PRPMTM derived metrics in Ms. Ahern’s beta approach 

methodology overstates the equity risk premium. 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 8, Lines 1-4), Ms. Ahern’s beta approach 

incorporates three different equity risk premium estimates in the computation of a 6.67 

percent average @.e., arithmetic mean) equity risk premium: a 5.60 percent Ibbotson Equity 

Risk Premium, a 9.22 percent Ibbotson Equity Risk Premium based on PRl?MT‘, and a 5.19 

percent equity risk premium based on Value Line S u m m a r y  and Index. As can be seen, Ms. 

Ahern’s 9.22 percent PRPMTM based Ibbotson risk premium estimate exceeds by 362 basis 

points the 5.60 percent market-based Ibbotson risk premium estimate (.0922 - .0560 = .0362). 

When excluding this 9.22 percent PRPMTM based Ibbotson risk premium from consideration, 

the average risk premium in Ms. Ahern’s beta approach methodology falls to 5.395 percent? 

a figure 127.5 basis points lower than the 6.67 percent risk premium obtained by Ms. Ahern. 

Finally, as shown in Exhibit in PMA-DT 2, Schedule 7 (Page 8, Lines 5-6), Ms. Ahern arrives 

at her 4.67 percent beta adjusted equity risk premium by making a beta adjustment to her 

average 6.67 percent equity risk premium. Staff determined that had this same beta 

adjustment been made to the 5.395 percent average risk premium @e., a value computed 

l2  Computed as the average of the 5.60 percent Ibbotson and 5.19 percent Value Line Summary and Index equity risk 
premium values ((.0560 + .0519)/2 = .05395). 
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exclusive of PRPWM derived mettics), Ms. Ahern’s beta adjusted equity risk premium falls to 

3.78 percent? a figure 89 basis points lower than her 4.67 percent beta adjusted equity risk 

premium (.0467 - .0378 = .0089). 

Q. 

A. 

Please describe how use of PRPMTM derived metrics in Ms. Ahern’s holding period 

return approach methodology overstates the equity risk premium. 

As shown in Exhibit PMA-DT 2, Schedule 7 (Page 11, lines 1-3), Ms. Ahem begins by 

obtaining a 4.16 percent historical equity risk premium based on an average 10.69 percent 

holding period return on Standard & Poor’s Utility Index covering the period 1928-2012 and 

an average 6.53 percent yield on Moody’s ‘A’ rated Public Utillty Bonds over the same 1928- 

2012 period (.lo69 - .0653 = .0416). Ms. Ahem then incorporates a 5.24 percent forecasted 

equity risk premium based on the PRPMTM into her analysis. As shown, Ms. Ahem derives a 

4.70 percent risk premium based upon holding period returns by computing the arithmetic 

mean of her 4.16 percent historical equity risk premium and 5.24 percent forecasted equity 

risk premium based on the PRPMTM ((4.16”/0 + 5.24’%0)/2 = 4.70’). As can be seen, Ms. 

Ahem’s 5.24 percent PRPWM derived forecasted equity risk premium exceeds by 108 basis 

points her 4.16 percent market-based historical equity risk premium (.0524 - .0416 = .OlOS). 

In view of the methodology employed by Ms. Ahem in deriving an equity risk premium based 

on holding period returns, if one were to exclude the 5.24 percent forecasted equity risk 

premium derived from the use of PRPMTM metrics from consideration, Ms. Ahern’s holding 

period return equity risk premium would equate to the 4.16 percent estimate obtained from 

her historical equity risk premium, a figure 54 basis points lower than the 4.70 percent hgure 

derived in her holding period return analysis (.0470 - .0416 = .0054). 

73 Calculated as follows: ((.05395 * 0.70) = .037765), or 3.78 percent (rounded). 
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Q. 

A. 

As shown in Ahern Exhibit PMA-DT 2, Schedule 7 (Page 3, line l), does Staff believe 

the 5.08 percent prospective yield on ‘ h a ’  rated corporate bonds employed in Ms. 

Ahern’s Risk Premium Model Using a Total Market Approach to be appropriate? 

No, and for reasons similar to those discussed earlier regarding Ms. Ahern’s use of a 

forecasted risk-free in her PRPMm, CAPM and ECAPM cost of equity analysis. As shown in 

Note 3 of Exhibit PMA-DT 2, Schedule 7 (Page 8), for purposes of arriving at this 5.08 

percent figure Ms. Ahem incorporates forecasted consensus estimates of ‘Aaa’ rated 

corporate bonds extending out to the five year period, 2015-2019, as well as the five year 

period, 2020-2024. For obvious reasons, these forecasts extend well beyond the period in 

which the rates to be established in this proceeding will be operative. Accordingly, Staff 

believes use of this 5.08 percent prospective yield hgure to be inappropriate, as it further 

overstates cost of equity estimates derived from Ms. Ahem’s equity risk premium model 

using a total market approach. 

Ms. Ahern’s CAPM and ECAPM Anabses 

Q. 

A. 

Please describe the cost of equity methodology used by Ms. Ahern in the computation 

of her 9.93 percent median estimated cost of equity derived fkom her CAPM and 

ECAPM cost of equity estimation models. 

As shown in Exhibit PMA-DT 2, Schedule 8 (Page l), for each sample company Ms. Ahem 

obtains a CAPM and ECAPM estirnated cost of equity utilizing a market lisk premium of 

7.61 percent, a forecasted risk-free rate of 4.31 percent, and an adjusted beta coefficient 

obtained from V d a e  Line for each company. Cost of equity estimates derived from the 

traditional CAPM are computed by multiplying a Vahe Line adjusted beta to the 7.61 percent 

market risk premium, and to that quantity Ms. Ahem adds a 4.31 percent forecasted risk free 

rate. For purposes of her ECAPM analysis, Ms. Ahem makes an additional adjustment to the 

beta coefficient. In doing so, she effectively assigns a 75 percent weight to the Vahe Line 
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beta, but augments @.e., increases) the Vahe  Line beta with a 25 percent weght assgned to 

the market risk premium component.74 As shown, Ms. Ahem computes both a sample 

average and sample median estimate from her CAPM and ECAPM models. Ms. Ahem’s 

sample average CAPM estimate is 9.55 percent, while her sample average ECAPM estimate is 

59 basis points higher, 10.14 percent (.lo14 - .0955 = .0059). Ms. Ahem’s sample median 

CAPM estimate is 9.64 percent, while her sample median ECAPM estimate is 57 basis points 

higher, 10.21 percent (.lo21 - .0964 = .0057). As shown in column 6 of Exhibit PMA-DT 2, 

Schedule 8 (Page l), Ms. Ahem then derives an overall average CAPM/ECAPM indicated 

cost of equity of 9.85 percent, computed as the arithmetic mean of her average CAPM and 

ECAPM estimates ((.0955 + .1014)/2 = .0985); Ms. Ahem’s overall median CAPM/ECAPM 

indicated cost of equity is 9.93 percent, computed as the arithmetic mean of her median 

CAPM and ECAPM estimates ((.0964 + .1021)/2 = .0993). For purposes of her testimony in 

this proceeding, Ms. Ahem adopts the higher 9.93 percent CAPM/ECAPM median indicated 

cost of equity estimate:’ as shown in Exhibit PMA-DT 2, Schedule 1. 

Q. 

A. 

How does Ms. Ahern compute the 7.61 percent market risk premium used in her 

CAPM and ECAPM analyses? 

As shown in Note 1 of Exhibit PMA-DT 2, Schedule 8 (Page 2), Ms. Ahem’s 7.61 percent 

equity risk premium represents the arithmetic mean of three different market risk premium 

measures. These include (i) a 5.96 percent estimate derived utilizing V a b e  Lzek 3-5 year 

median price appreciation estimate and median forecasted (next 12 months) dividend yield, 

(ii) a 10.32 percent PRPMTM derived market risk premium obtained by applying the PRPMTM 

to the monthly equity risk premium of large company comxnon stocks over the income return 

on long-term U.S. government securities from January 1926 - September 2013, and (S) a 6.55 

74 To illustrate Ms. Ahern’s ECAPM methodology, using the inputs presented in Exhibit PAL%-DT 2, Schedule 8 (Page 1) 
for American States Water, the 10.21 percent ECAPM cost rate is computed as follows: (0.75 * (0.70 * .0761)) + (0.25 * 
.0761) + .0431; which simplifies to: .03995 + ,019025 + .0431 = .1021, or 10.21 percent. 
75 Ahem Direct, p. 40, lines 18-25. 

1 
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percent market risk premium derived from Momingstar (Ibbotson Associates) data covering 

the period 1926-2012, computed as the total market return less the arithmetic mean return on 

long-term U.S. government securities. Thus, by taking the average of these three market risk 

premium estimates Ms. Ahern obtains the 7.61 percent market risk premium used in her 

CAPMIECAPM analysis ((.0596 + .lo32 + .0655)/3 = .0761). 

Q. 

A. 

Q. 

A. 

Does Staff believe the 7.61 percent market risk premium employed by Ms. Ahern in 

her CAPM and ECAPM analysis to be overstated? 

Yes, and once again this is due to Ms. Ahern incorporating PWMm derived metrics into the 

computation. As noted above, Ms. Ahem’s 7.61 percent market risk premium is computed as 

the arithmetic mean of three Qfferent market risk premium measures, only two of which can 

rightly be considered, ‘market-based.’ Had Ms. Ahem obtained a market risk premium based 

on the arithmetic mean of the 5.96 percent estimate obtained from VaLm Lne  data and the 

6.55 percent estimate obtained from Momingstar (Ibbotson Associates) data, her 

CAPM/ECAPM market risk premium would have been 6.26 percent (rounded) ((.0596 + 
.0655)/2 = .06255). In absolute terms, Ms. Ahem’s 10.32 percent PRPMTM derived market 

risk premium exceeds this 6.26 percent market-based figure by 406 basis points (.lo32 - .0626 

= .0406), while in relative terms it exceeds it by 64.86 percent (((.lo32 / .0626) - 1) = .6486). 

Thus, by employing a 10.32 percent PWMm derived market risk premium in the 

computation of her 7.61 percent CAPM/ECAPM market risk premium, Ms. Ahem has 

effectively overstated the market risk premium by 135 basis points (.0761 - .0626 = .0135). 

Does Staff agree with Ms. Ahern’s use of a forecasted risk-free (RJ interest rate in her 

CAPM and E-CAPM analyses? 

No, For the reasons noted earlier, use of a forecasted risk-free rate serves to overstate the 

estimated market cost of equity. The appropriate risk-free @,J interest rate to be used in the 
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CAPM is the current rate borne by investors in the market. The current yield on the 30-year 

US. Treasuly Note is 2.74 percent? thus, Ms. Ahern’s forecasted 4.31 percent risk-free rate 

has been overstated by 157 basis points (.0431 - .0274 .0157), effectively rendering her 

CAPM and ECAPM cost of equity estimates not to be, market-based. 

Q. 

A. 

Does Staff believe that it is appropriate to rely on cost of equity estimates derived 

from the ECAPM model? 

No. The ECAPM modification to the traditional CAPM is predicated on the notion that cost 

of equity estimates derived from the CAPM are biased downward for companies having a 

beta coefficient less than 1.0, and biased upward for companies having a beta coefficient 

greater than 1.0. Use of an adjusted beta increases the beta coefficient for companies with a 

beta less than 1.0 and decreases beta coefficient for companies with a beta greater than 1.0. 

For purposes of her CAPM and ECAPM cost of equity analyses, Ms. Ahern utilizes beta 

coefficients obtained from Valte fine. However, because V a b e  L j , e  betas have already been 

adjusted? the ECAPM beta adjustment is a redundancy which overstates the cost of equity. 

As shown in Exhibit PMA-DT 2, Schedule 8 (Page l), the difference between Ms. Ahern’s 

9.64 percent median CAPM estimate and her 10.21 percent medmn ECAPM estimate (a 57 

basis point differential) is entirely attributable to this redundancy. For this reason, Staff 

believes that cost of equity estimates obtained from the ECAPM should not be relied upon. 

76 Staff obtained spot market prices for use in its constant growth DCF model on December 17,2014. As of the close of 
market on that day, the yield on the 30-year US. Treasury Note was 2.74 percent. 
77 Vahe L i n e  adjusts its raw beta utilizing the following formula: Adjusted beta = (raw beta * 0.67) + 0.35. 
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Ms. Ahem’s Proposed Credit Risk and Business Risk Adjzrstments 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please describe Ms. Ahern’s stated rationale for an upward 44 basis point credit risk 

adjustment being made to the Company’s cost of equity in this proceeding. 

Ms. Ahem expresses the opinion that because EWAZ’s ultimate parent, EPCOR Utilities, Inc. 

(“EUI”) has been asslgned a ‘BBB+’ credit rating by Standard & Poor’s (“S&P’’), that this 

would necessarily imply that EWAZ’s long-term debt would be assped  a lower credit rating, 

thus giving rise for the need for an upward credit risk adjustment being made to the 

Company’s cost of equity. As justification for this opinion, Ms. Ahern states that “bond 

rating agencies, specifically S&P, link the bond/credit ratings of subsidiaries with those of 

their parent holding companies (emphasis added),” and later quotes from a S&P publication 

affirming her position in this regard.’* 

As  noted above, Ms. Ahern makes reference to a ‘BBB+’ credit rating assigned to 

EUI by S&P. Was this the S&P credit rating assigned to EUI at the time Ms. Ahern 

filed her direct testimony in this proceeding? 

Yes. 

To Staffs knowledge, has there been a subsequent change to the S&P credit rating 

assigned EUI? 

Yes. In a credit report issued September 26, 2014,’’ S&P raised EUI’s long-term corporate 

credit and senior unsecured debt ratings to ‘A-’ from ‘BBB+,’ and determined EUI’s outlook 

to be stable. The upgrade reflects S&P’s assessment that EUI has made progress on its 

business risk prohle, citing “a decrease in the company’s ownership of Capital Power L.P. and 

its continued focus on regulated electricity and water businesses.” The stable outlook reflects 

’8 Ahern Direct, p. 16, lines 8-9; and p. 42, lines 20-24. 
79 Standard and Poor’s Rating Service, ReJearch Upahte: EPCOR Utihties, Inc. Upgraded To 2- ’From BBB+ ’ on Strengthening 
Business Rid Pmjh; Outlook Stable, dated September 26,2014. 
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S&P’s view that EUI’s “hlgh degree of regulated water and electricity utilities businesses will 

continue to provide stable and predictable cash flows.’’ The stated rationale for the S&P 

upgrade to EUI’s credit rating reads, in part, as follows: 

“Based on our criteria, we assess industry risk for regulated utilities as very 
low risk. All of the Company’s operations are in Canada or the U.S., which 
we assess as having a very low risk. Based on this and the very low country 
risk, we have assigned a corporate industry and country risk assessment 
(CIRCA) score of 1. Combined with a ‘strong’ competitive position, this 
results in an ‘excellent’ business risk profile.” 

Q. 

A. 

Q. 

A. 

Q. 

A. 

In hght of the above, does Staff believe Ms. Ahem’s proposed credit risk adjustment 

to the Company’s cost of equity in this proceeding is without merit? 

Yes, and particularly in view of Ms. Ahem’s stated rationale for such an adjustment. 

Ms. Ahem similarly proposes that a 30 basis point upward business risk adjustment 

be made to the Company’s cost of equity in this proceeding. Does Staff believe there 

to be justification for such an adjustment? 

No, as evidenced by the above noted optimistic assessment made by S&P of EUI’s 

“‘excellent’ business risk profile,” and the “very low risk” associated with its regulated utility 

operations in the United States. 

As justification for her proposed 30 basis point business risk adjustment, Ms. Ahern 

raises the issue of EWAZ’s small size relative to her proxy group of publicly traded 

companies.’’ How does Staff respond? 

While Staff would agree with the general proposition that smaller companies may be riskier 

than larger companies, empirical research has demonstrated that a small company risk 

premium adjustment to the cost of equity is unwarranted for regulated utilities. Annie Wong, 

80 Ahem Direct, pp. 43-44,1723. 
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of Western Connecticut State University, conducted a study on utility stocks to determine if 

the so-called size effect exists in the utility industry, and she writes as follows: 

The fact that the two samples show different, though weak, results indicates 
that utility and industrial stocks do not share the same characteristics. First, 
given firm size, utility stocks are consistently less risky than industrial stocks. 
Second, industrial betas tend to decrease with firm size but utility betas do 
not. These findings may be attributed to the fact that all public utilities 
operate in an environment with regional monopolistic power and regulated 
financial structure. As a result, the business and financml risks are very 
sirmlar among the utilities regardless of their size. Therefore, utility betas 
would not necessarily be expected to be related to firm size. 

The object of this study is to examine if the size effect exists in the utility 
industry. After controlling for equity values, there is some weak evidence 
that firm size is a missing factor from the CAPM for the indust& but not 
for the utility stocks. This implies that although the sixephenomenon has been stmn& 
domzventedfor industviuh, the$ndings suggeJt that there is no need to a4ust jr  t h e j m  
sixe in ztibp reguhtions. [emphasis added] .81 

To underscore this point, Paschall and Hawkins write as follows: 

A size premium does not automatically apply in every case. Each privately 
held company should be analyzed to determine if a size premium is 
appropriate in its particular case. There can be unusual circumstances where 
a small company has risk characteristics that make it far less risky than the 
average company, warranting the use of a very low equity risk premium. One 
possible example of this is a private water utility (monopoly situation, very 
low lisk, near-guarantee of payments).82 

81 Annie Wong, “Utility Stock and the Size Effect: An Empirical Analysis,” Jozrnalofthe Midwest Finance Asokation, (1993), 
p.98. 
82 Michael A. Paschall and George B. Hawkins, “Do Smaller Companies Warrant a Higher Discount Rate for Risk?: The 
‘Size Effect’ Debate,” CCH Business Vahation Ahd, Vol. 1, Issue No. 2, December 1999. 
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Q. 

A. 

Has the Commission previously ruled on the issue of firm size and whether it 

warrants a risk premium adjustment to the cost of equity? 

Yes. The Commission previously ruled in Decision No. 6428283 for Arizona Water that firm 

size does not warrant recognition of a risk premium stating, ‘We do not agree with the 

Company’s proposal to assign a risk premium to Arizona Water based on its size relative to 

other publicly traded water utilities.. ..” The Commission confirmed its previous ruling in 

Decision No. 6472784 for Black Mountain Gas agreeing with Staff that “the ‘firm size 

phenomenon’ does not exist for regulated utilities, and that therefore there is no need to 

adjust for risk for small firm size in utility regulation.” All companies have firm-specific risks; 

therefore, the existence of unique risks for a company does not lead to the conclusion that its 

total risk is greater than other entities. Moreover, as previously discussed, investors cannot 

expect compensation for firm-specific risk since it can be eliminated through diversification. 

XI. CONCLUSION 

Q. Please summarize Staffs recommendations. 

A. For the four EWAZ districts (Mohave Water, Mohave Wastewater, Paradise Valley Water and 

Sun City Water) Staff recommends that the Commission adopt a consolidated 6.4 percent 

overall ROR for the Company based on a capital structure composed of 59.76 percent debt 

and 40.24 percent equity, Staffs 8.9 percent average DCF cost of equity estimate, and Staffs 

60 basis point (0.60 percent) upward economic assessment adjustment. For the Company’s 

Tubac Water district, Staff recommends that the Commission adopt a 6.2 percent overall 

ROR for the Company based on a capital structure composed of 58.53 percent debt and 

41.47 percent equity, Staffs 8.9 percent average DCF cost of equity estimate, and Staffs 60 

basis point (0.60 percent) upward economic assessment adjustment. 

83 Dated December 28,2001. 
Dated April 17,2002. 
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Q- 
A. 

Does this conclude your direct testimony? 

Yes, it does. 
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EPCOK Water Arizona, Inc. Cost of Capital Calculation 
Capital Structure 

And Weighted Average Cost of Capital 
Staff Recommended and Company Proposed 

PI M PI 

Description 

Staff Recommended Structures 

-d 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Tubac Water - Stand Alone Basis 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Company Proposed Structure 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Mohave Wastewater 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Mohave Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Debt 
Common Equity 
Weighted Average Cost of Capital 

Sun Citv Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Tubac Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Weight (YO) 

59.76% 
40.24% 

58.53% 
41.47% 

59.76% 
40.24% 

59.76% 
40.240/0 

59.76% 
40.24% 

k t  

4.3% 
9.5% 

4.0% 
9.5% 

4.29% 
10.70% 

4.29% 
10.70% 

4.29% 
10.70% 

59.76% 4.29% 
40.24% 10.70% 

59.76% 
4.24% 

59.84% 
40.1 6% 

4.29% 
10.70% 

4.29% 
10.70% 

Weighted 
h t  

2.6% 
3.8% 
6.4% 

2.3% 

6.20/, 

2.56% 

6.87% 

2.56% - 
6.87% 

2.56% 
4.31% 
6.87% 

2.56% 
4.31% 
6.87% 

2.56% - 
6.87% 

2.57% 
4.30% 
6.86% 

Dl : P I  x [CI 
;upporting Schedules: JAC-3 and JAC-4. 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Average Capital Structure of Sample Water Uthties 

C omD any 

American States Water 

California Water 

Aqua America 

Connecticut Water 

Middlesex Water 

SJW Corp 

York Water 

40.8% 
47.2% 
52.0% 
48.4% 
45.9% 
54.7% 
44.2% 

59.2% 100.0% 
52.8% 100.0% 
48.0% 100.0% 
51.6% 100.0% 

100.0% 
45.3% 100 .O% 

55.8% 100.0% 

54.1 yo 

100.0% Average Sample Water Utilities 47.6% 52.4% 

100.0% EWAZ - Fom Districts (Consolidated) 59.76% 40.24% 

EWAZ - Tubac Water (Stand Alone) 59.84% 40.16% 100.0% 

I 
iource: 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Uulities 

ComDanv 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
S J W  Co1p 
York Water 

Average Sample Water Utilities 

Dividends 
Per Share 

5.6% 
1.3% 
7.6% 
1.7% 
1.5% 
4.1% 
41% 

3.7% 

Dividends Earnings 
Per Share Per Share 
Projected 200gto 2013 

DPS’ 4 &  
7.7% 15.2% 
8.0% 4.9% 
9.0% 9.7% 
4.1% 3.7% 
2.0% 5.4% 
6.5% 2.1% 
6.3% 

6.2% 6.5% 

Earnings 
Per Share 
Projected 

m.2 

3.4% 
8.9% 
6.0% 
4.8% 
3.9% 
8.7% 
rn 

6.2% 

1 Value Line 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utdities 

C ompaiiy 

Retention Retention 
Growth Growth 

2013 Projected 
h 

American States Water 4.1% 5.4% 
California Water 2.6% 3.8% 
Aqua America 4.2% 6.0% 
Connecticut Water 2.1% 4.40/0 
Middlesex Water 1.3% 3.2% 
SJM Corp 3.2% 3.3% 
Yorli Water 2.2% 4.1% 

Average Sample Water Utilities 2.8% 4.3% 

Stock 
Financing 
Growth 
- vs 

1.7% 
3.0% 
1.8% 
3.0% 
3.1% 
1 . 0% 
4.7% 

2.6% 

Sustainable 

br + vs 

5.9% 
5.6% 
6.0% 
5.1% 
4.4% 
4.2% 
6.8% 

5.4% 

Sustainable 
Growth 

Projected 
br + vs. 

7.1% 
6.8% 
7.8% 
7.4% 
6.3% 
4.3% 
8.7% 

6.9% 

[B]: Value Line 
[C]: Value Line 
[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http://www.sec.gov/) 
[El: tBl+IDl 
P I :  [Cl+[Dl 

http://www.sec.gov
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EPCOR \Water Arizona, Inc. Cost of Capital Calculation 
Selected Financial Data of Sample Water Utilities 

ComDanv 
American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW'Corp 
York Water 

Average 

Svmbol 
A i R  
CWT 
WTR 
CTWS 
MSEX 

- 

SJW 
YORW 

Spot Price 
12/17/2014 

34.44 
23.54 
25.87 
34.93 
22.16 
32.25 
21.94 

Mkt To 
Book Value Book 

12.92 2.7 
12.41 1.9 
8.69 3.0 

19.37 1.8 
12.18 1.8 
15.75 2.0 
8.39 - 2.6 

2.3 

Vahe Line 
Beta 

L 
0.70 
0.70 
0.70 
0.65 
0.70 
0.85 
~ 0.70 

0.71 

Raw 
Beta 
I.rau, 
0.52 
0.52 
0.52 
0.45 
0.52 
0.75 
0.52 

0.54 

[C]: Msn Money 
[D] : Value Line 

[F] : Value Line 
[El: [CI / [Dl 

[GI: (-0.35 + [F]) / 0.67 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Calculation of Expected Infinite Annual Growth in Dividends 

Sample Water Utilities 

Description g 

DPS Growtli - Historical' 3.7% 
DPS Growth - Projected' 6.2% 

EPS Growth - Projected' 6.2% 
EPS ~ r o w t l l -  Hstorical' 6.5% 

Sustainable Growth - Historical' 5.4% 

Sustainable Growth - Projected2 6.9% 

Average 5.8% 

1 Schedule JAC-5 
2 Schedule JAC-6 
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Current Mkt. Projected Dividend? (Stage 1 growth) 

Price (p0)* @J 
12/17/2014 dl d2 d3 4 

34.4 0.86 0.91 0.96 1.01 
23.5 0.66 0.70 0.74 0.78 
25.9 0.65 0.69 0.73 0.77 
34.9 1.04 1.10 1.17 1.24 
22.2 0.80 0.85 0.90 0.95 
32.3 0.76 0.80 0.85 0.90 
21.9 0.58 0.61 0.64 0.68 

EPCOR Water Anzona, Inc. Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utihties 

Stage 2 growth3 Equity Cost 

Is.) Fasthate (Kf  

6.5% 8.9% 
6.5% 9.2% 
6.5% 8.9% 
6.5% 9.4% 
6.5% 10.0% 
6.5% 8.8% 
6.5% 9.0% 

Schedule  JAC-9 

Comnanv 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 
SJW Corp 
York Water 

Where : Po = current stockprice 
D, = dividends expected during stage 1 
K = costofequity 
12 = years of noli - constant growth 
D,, = dividend expected in year 11 
g, = constant rateof growth expected after yearn 

1 [E] see Schedule JAG7 

2 Derived from Value Line Information 

3Avomge annual growth in GDP (929.2Oi2 In Current dollars. 

4 Internal Rate of Return of Projected Dividends 
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Exhibit JAC-D 

Company 

1 American States Water 
2 American Water Worb  
3 Aqua America 
4 Artesfan Resources 
5 California Water 
6 Connecticut Water 
7 Middlesex Water 
8 SJW Corpoiation 
9 Yo& Water Company 

Ticker 

AWR 
AWK 
WTR 
ARTNA 
CUT 

MSEX 
SJW 
YORW 

cnvs 

Historical Data on the Common Stock of Ms. Ahem's Nine Company Proxy Group 
32 Contrasted with Ms. Ahem's PRPM Time Series 

[AI PI [cl PI 

Year Initial 
Year Date of Common 

Fxst Initial Stock 

Founded' Traded' Split' Paid' 

Year Publicly Stock Dividend 

1929 I 1936 ~ I 6-Oct-93 1931 
1886 2008 2008 

N/A Undetermined 1886 1971 18-Jun-96 
Undetermined 1931 
Undeteimmed 1945 

1905 
1926 
1956 Undetermined 1956 
1897 Undctcrmined 1- 1912 
1866 r l  24-J~Il" Undetermined 
1816 1816 

PI 

Common 
Stock 

Dividend 

Paid 
Consecuavely 

Since' 

1954 
2008 
1945 
1993 
1945 
1956 
1973 
1944 
1816 

[9 

Iniaal 
Month/Year 

of Ahern 
P R P M ~  
Monthly 

Variance' 

Jan-73 
May-08 
Aug-71 
Jun-96 
Jan-73 
Jul-75 
Jan-73 
Mar-72 
Feb-01 



ATTACHMENTS 



ATTACHMENT A 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-00 I 0 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.1 

Q: As presented in Exhibit PMA-DT 2, Schedule 1 (Brief Summary of Common Equity 
Cost Rate) of Ms. Ahern’s direct testimony, the indicated cost of equity cost rate 
before consideration of adjustments for creditlbusiness risk is 9.95%. Ms. Ahern 
arrives at this 9.95% cost rate utilizing estimates derived from three different cost 
of equity methodologies: Discounted Cash Flow (8.37%), Risk Premium Model 
(1 1.25%), and Capital Asset Pricing Model (9.93%). However, the arithmetic mean 
of these three estimates equate to a cost of equity of 9.85% ((8.37% + I 1  .25% + 
9.93%) / 3 = 9.85%), a figure 10 basis points lower than her indicated 9.95% cost 
rate. In light of this fact, please respond to the following: 

a) Provide a detailed explanation as to how each cost of common equity 
estimation model (i.e., Discounted Cash Flow, Risk Premium Model, and 
Capital Asset Pricing Model) employed by Ms. Ahern is weighted for purposes 
of arriving at her 9.95% pre-adjustment cost rate, and the reason(s) why Ms. 
Ahern believes the relative weightings she accords each model is appropriate. 

A: The 9.95% indicated pre-risk-adjusted common equity cost rate is the approximate 
median of the results of the Discounted Cash Flow Model (8.37%), Risk Premium 
Model (1 1.25%) and Capital Asset Pricing Model (9.93%). 



ATTACHMENT B 

COMPANY: EPCOR Water Arizona lnc. 
DOCKET NO: WS-O1303A-I4-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Sheryl L. Hubbard 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.3 Page 1 of 2 

Q. A review of the D-1 Schedules (pages 1 and 2) filed in this docket indicate that 
approximately 24.42% of Total Company - EPCOR Water Arizona long-term debt 
($231 ,OOO,OOO), short-term debt (8,560,000), and common equity ($1 55,533,624) 
have been allocated proportionately to the capital structures of the five EPCOR 
Water Arizona operating subsidiaries (Sun City Water, Paradise Valley Water, 
Mohave Water, Mohave Wastewater and Tubac Water) at the District Level. In 
view of this fact, please respond to the following: 

Provide a detailed explanation of the methodology used by EPCOR to allocate 
long-term debt, short-term debt and common equity from the Total Company - 
EPCOR Water Arizona direct parent level to the operating subsidiary District 
Level; 
Provide a listing of all EPCOR Water Arizona operating subsidiaries, including 
those which are not a party to this docket, and indicate the proportionate share 
of current Total Company - EPCOR Water Arizona long-term debt 
($231 ,OOO,OOO), short-term debt (8,560,000), and common equity 
($1 55,533,624) allocated to each at the District Level. 

EPCOR Water Arizona's capital structure was allocated on the basis of rate 
base for each of the districts in this proceeding. Generally, the long-term debt 
and short-term debt refinanced as a result of the purchase of the Arizona 
American Water Company by EPCOR and still outstanding at the end of the 
test year was included in the calculation of the total company capital structure. 
The balance in the equity accounts at the end of the test year, adjusted for the 
net income for the six months ended June 30, 2013 was also included in the 
total company capital structure. 

The only instance from which this practice was deviated is in the case of the 
debt obtained from the Water Infrastructure Financing Authority of Arizona 
(WIFA) for the arsenic treatment facility in the Tubac Water district which in the 
last rate case was reserved for inclusion in the calculation of Tubac Water's 
capital structure only to provide the benefit of this low cost financing to the 
customers for which the financing was incurred. 

EPCOR Water Arizona does not have any operating subsidiaries but rather 
each of its operating entities are districts of EPCOR Water Arizona Inc. 
EPCOR Water Arizona Inc. is a subsidiary of EPCOR Water USA as is 
Chaparral City Water Company. 

The allocation of the capital structure components, long-term debt, short-term 
debt, and common equity to each of the individual districts of EPCOR Water 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: 
Title: Director, Regulatory & Rates 

Address: 

Sheryl L. Hubbard 

2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.3 Page 2 of 2 

Arizona Inc. is only performed in the context of a general rate case in which 
rate base consisting of the test year elements for net plant, advances, 
contributions, customer deposits, deferred income taxes, cash working capital, 
materials & supplies, prepayments, and deferred regulatory assets and 
liabilities is calculated for each district. This exercise has not been performed 
for the other districts of EPCOR Water Arizona Inc. 



ATTACHMENT C 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-I 4-001 0 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.8 Page I of 2 

Q: In her direct testimony (pp. 42-43), Ms. Ahern proposes that an upward 44 basis 
point (0.44%) credit risk adjustment be made to the cost of equity for EPCOR 
Water Arizona. Ms. Ahern expresses the opinion that if EPCOR Water Arizona’s 
debt were rated, it would be assigned a Baal/BBB+ credit rating by Moody’s and 
S&P, a rating lower than the BBB+ rating assigned by Standard & Poor‘s to the 
debt of EPCOR Water Arizona’s ultimate parent, EPCOR Utilities Inc. To support 
her position, Ms. Ahern cites a report issued by S&P (Methodology: Differentiating 
the Issuer. Credit Ratings of a Utility Subsidiary and Its Parent, March 1-1, 2010) 
which links the credit rating of ‘a wholly owned or substantially controlled utility 
subsidia ry... to the quality of its parent.’ In light of the above, please respond to 
the following: 

a) For the 1 0-year period, 2004-201 3, provide a history of the credit ratings 
assigned to EPCOR Utilities, Inc., by (i) Standard & Poor’s (‘S&P”) and (ii) 
Dominion Bond Rating Service (“DBRS”). In doing so, provide a breakout, by 
year, of the date(s) that these credit rating agencies either raised or lowered 
EPCORs credit rating, and the stated reason for the change; and 

b) Provide copies of all credit reports (i.e., credit upgrades/downgrades, trend 
watches, stability changes, etc.) issued by (i) S&P and (ii) DBRS which relate 
to the credit quality of EPCOR Arizona Water’s ultimate parent, EPCOR 
Utilities Inc., for the period January 1, 2009 - Present. 

A: a) See attachment labeled “JAC 9.8a S&P Credit Rating.pdf” for Standard & 
Poor’s (“S&P”) history of the credit ratings assigned to EPCOR Utilities, Inc. for 
the years 2002 to date, which encompasses the years 2004. 

The DBRS and S&P credit ratings that the Company has in its files for the 
period 2004-201 3 are attached and labeled as follows: 

0 JAC 9.8a DBRS 2003 Report.pdf 
0 JAC 9.8a DBRS 2005 Report.pdf 
0 JAC 9.8a DBRS RR May 9 2006.pdf . 
0 JAC 9.8a DBRS Sep 11 2007.pdf 

JAC 9.8a S&P Report Apr 1 2008.pdf 



COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-I 4-001 0 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address: 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

Company Response Number: STF JAC 9.8 Page 2 of 2 

b) See the following credit reports attached as: 
0 JAC 9.8b EPCOR Utilities DBRS RR July 7 2010.pdf 
0 JAC 9.8b EPCOR confirm PR FINAL July 9-09.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR FINAL Nov 21-08.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR FINAL September 19 2012.pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR July 19-1 1 .pdf 
0 JAC 9.8b EPCOR Utilities DBRS RR October 18, 2013.pdf 
0 JAC 9.8b S&P Aug 27 2010.pdf 
0 JAC 9.8b S&P Full Report Dec 20,201 1 .pdf 
0 JAC 9.8b S&P Full Report EPCOR Dec 20,2012.pdf 
0 JAC 9.8b SA EPCOR Uti1 28-Jan-2014.pdf 



ATTACHMENT D 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-0010 

Response provided by: Pauline Ahern 
Title: Cost of Capital Witness 

Address : 2355 W. Pinnacle Peak Road, Suite 300 
Phoenix, AZ 85027 

ComPanv Response Number: STF JAC 9.9 

Q: As noted, Ms. Ahern’s proposed 44 basis point credit risk adjustment is predicated 
on the assumption that the credit quality of a wholly-owned subsidiary is “linked” to 
that of its parent. With this in mind, provide justification for Ms. Ahern’s credit risk 
adjustment in light of the following: 

a) As of mid-2009, EPCOR Utilities, Inc. held a 72% position in Capital Power 
Corporation (Symbol: CPX) traded on the Toronto Stock Exchange. Although 
currently divesting itself of its electric generation holdings in Capital Power, 
EPCOR has significant influence in Capital Power and therefore uses the 
equity method to account for its investment in the company. As a 
consequence, over the last three years EPCOR has recorded the following 
realized losses on its investment in Capital Power: 
1) For the year ended December 31, 2011, EPCOR recorded a loss on the 

sale of investment in Capital Power of $24 million; 
2) For the year ended December 31, 2012, EPCOR held a 29% ownership 

stake in Capital Power, and recorded a loss on the sale of investment in 
Capital Power of $36 million as well as a pre-tax impairment charge of $124 
million ($1 24 million after-tax); and 

3) For the year ended December 31, 2013, EPCOR held a 19% ownership 
stake in Capital Power, and recorded a loss on the sale of investment in 
Capital Power of $16 million as well as a pre-tax impairment charge of $43 
million ($43 million after-tax). 

b) EPCOR’s stated intentktrategic direction to ‘‘de-risK’ (emphasis added) by 
continuing to divest itself of its Capital Power holdings and exposure to 
generation (See EPCOR Utilities Inc., ‘‘Investor Presentation,” (March 18, 201 4) 
p. 12. (a copy of which is available on the EPCOR web site); and 

c) EPCOR Utilities, Inc. holdings in Capital Power pre-date the January 31, 2012 
acquisition, from Arizona-American Water Company, of the five EPCOR Water 
Arizona operating subsidiaries presently seeking a rate increase in this docket. 

A: The justification for Ms. Ahern’s adjustment is discussed in detail on page 4, line 7 
through page 5, line 5, page 17, lines 10 - 24 and page 42, line 20 through page 
43, line 13. Her opinion is unchanged, in light of items a) through c) above. 



ATTACHMENT E 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-01303A-14-0010 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.1 

Q: In responding to Staff Data Request JAC 9.1, Ms. Ahern was not fully responsive 
to the question asked. When asked to provide a detailed explanation as to how 
the results from each of Ms. Ahern’s cost of common equity estimation models 
(i.e., Discounted Cash Flow Model (8.37%), Risk Premium Model (1 1.25%), and 
Capital Asset Pricing Model (9.93%)) were weighted in arriving at her 9.95% pre- 
adjustment cost rate, and the reason(s) why Ms. Ahern .believes the relative 
weightings she accords each model is appropriate, she responded with the 
following statement: 

The 9.95% indicated pre-risk adjusted common equity cost 
rate is the approximate median (emphasis added) of the 
results of the Discounted Cash Flow Model (8.37%) Risk 
Premium Model (11.25%) and Capital Asset Pricing Model 
(9.9 3 Yo). 

Because the above response sheds no light on either Ms. Ahern’s (i) 
weighting allocation or (ii) the reason(s) for said weighting allocation, Staff 
respectfully requests that Ms. Ahern be fully responsive to the question 
asked in Staff data request JAC 9.1, which reads as follows: 

As presented in Exhibit PMA-DT 2, Schedule 1 (Brief Summary of 
Common Equity Cost Rate) of Ms. Ahern’s direct testimony, the indicated 
cost of equity cost rate before consideration of adjustments for 
crediffbusiness risk is 9.95%. Ms. Ahern arrives at this 9.95% cost rate 
utilizing estimates derived from three different cost of equity 
methodologies: Discounted Cash Flow (8.37%), Risk Premium Model 
(1 1.25%), and Capital Asset Pricing Model (9.93%). However, the 
arithmetic mean of these three estimates equate to a cost of equity of 
9.85% ((8.37% + 11.25% + 9.93%) / 3 = 9.85%), a figure 10 basis points 
lower than her indicated 9.95% cost rate. In light of this fact, please 
respond to the following: 

Provide a detailed explanation as to how each cost of common equity estimation 
model (Le., Discounted Cash Flow, Risk Premium Model, and Capital Asset 
Pricing Model) employed by Ms. Ahern is weighted for purposes of arriving at her 
9.95% pre-adjustment cost rate, and the reason(s) why Ms. Ahern believes the 
relative weightings she accords each model is appropriate. 



A: As Ms. Ahern stated in response to Staff Data Request JAC 9.1, the 9.95% 
indicated pre-risk adjusted common equity cost rate is the approximate median of 
the results of the Discounted Cash Flow Model (8.37%) Risk Premium Model 
(1 1.25%) and Capital Asset Pricing Model (9.93%). Therefore, weights were not 
given to the results of the specific models. The median of the indicated pre-risk 
adjusted common equity cost rates resulting from the DCF, RPM and CAPM is 
9.93%, which when rounded to 9.95% is Ms. Ahern’s recommended common 
equity cost rate. To paraphrase Ms. Ahern’s direct testimony, at page 22, lines 2 
- 17, she relies upon the median due to the wide range of results as well as the 
continuing volatile capital market conditions in light of the continuing fragile 
economic recovery, and to not give undue weight to outliers on either the high or 
the low side. In her opinion, the median is a more accurate and reliable measure 
of central tendency, and provides recognition of all of the cost of common equity 
cost rate model results. 



ATTACHMENT F 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-Ol303A-14-0010 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 15.5 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.5 

Q: Exhibit PMA-DT1 of Ms. Ahern’s testimony provides a listing of the utilities for 
which she has sponsored testimony on fair rate of return and related issues. 

a) 

b) 

With this in mind, please respond to the following: 
List the regulatory proceedings in which Ms. Ahern has testified as a cost 
of capital witness; 
Among the regulatory proceedings in which Ms. Ahern has testified as a 
cost of capital witness, specify those in which she has presented 
estimates derived from the PRPMTM model; and 
Among the regulatory proceedings in which Ms. Ahern has presented 
estimates derived from the PRPMTM model, provide the docket number 
and regulatory jurisdiction in which Ms. Ahern’s PRPMTM cost of equity 
recommendations were adopted. 

c) 

A: a) Please see Attachment STF JAC 13.5 (a). 

b) Please see Attachment STF JAC 13.5 (b). 

d) To the best of Ms. Ahern’s knowledge Ms. Ahern’s PRPMTM cost of equity 
recommendations have not been specifically adopted in a regulatory 
proceeding. To the best of Ms. Ahern’s knowledge the only proceeding in 
which they were specifically rejected was Docket No. 2013-003362 before the 
Maine Public Service Commission (MPSC) on behalf of Maine Water 
Company. In rejecting the PRPMTM, the MPSC noted “we are not prepared to 
incorporate the results of the analysis using the PRPMT” inputs into our 
determination of an appropriate ROE in this case. This does not however 
preclude us from future reliance once the model is fully vetted by academia 
and other regulatory bodies.” 



Response provided by: 
Title: Managing Principal, AUS Consultants 

Pauline M. Ahern, CRRA 

Address : 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.6 

Q: Excepting her associates at AUS Consultants, is Ms. Ahern aware of other cost 
of equity consulting professionals who incorporate estimates derived from the 
PRPMTM model when testifying at regulatory proceedings? 

No, to the best of Ms. Ahern’s knowledge. However, please see Attachment STF 
JAC 13-6 which shows the many venues in which the PRPMTM or research 
based upon the PRPMTM has been presented, ranging from regulatory 
commission task forces; to Wall Street; to NARUC; to the Rutgers University’s 
Center for Research in Regulatory Industries; to the Financial Research Institutes 
- University of Missouri’s Hot Topic Hotline; and, elsewhere. In addition, the co- 
authors have granted permission for the PRPMTM to be included in Roger A. 
Morin’s next edition of New Reaulatory Finance. It will also be included in Cost of 
Capital: Applications and Examples (Sth Ed.), Wiley & Sons, Shannon Pratt and 
Roger Grabowski (editors) and The Lawvers’ Guide to Cost of Capital, ABA 
Publishing, Shannon Pratt and Roger Grabowski (editors), both of which are to 
be published in 2015. 

A. 



ATTACHMENT H 

COMPANY: EPCOR Water Arizona Inc. 
DOCKET NO: WS-0 1 303A-14-00 1 0 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.8 

Q: Footnote 1 at the bottom of Exhibit PMA-DT2 Schedule 7 (p. 2 of 11) reads as 
follows: “PRPMTM calculated from first available trading month through 
September 2013.” A review of Ms. Ahern’s work papers for this same schedule 
indicates that the average variance calculation for each of her nine sample 
companies was based on monthly variances over time, with the time series 
variance calculation for Aqua America covering the longest period of time 
(August 1971 -September 201 3) and that of American Water Works the shortest 
(May 2008- September 2013). In light of this fact, please respond to the 
fo I lo wi ng : 

Define what is meant by the expression “first available trading month;” 
For each of Ms. Ahern’s nine sample companies, indicate the date (month 
and year) in which the company’s common stock initially went public; 
For each of Ms. Ahern’s nine sample companies, indicate the date (month 
and year) in which she initiated her time series variance analysis; and 
To the extent that the dates of Ms. Ahern’s time series variance analysis 
do not conform to the period over which the common stock of each of her 
nine sample companies has actually been publicly traded, for each sample 
company provide an explanation as to why her “first available trading 
month” differs from the ‘actual first trading month.’ 

The “first available trading month” is the first month of data provided by the 
Center for Research in Securities Prices (CRSP@) from The University of 
Chicago Booth School of Business for each of the nine water companies. 

Ms. Ahern assumes that the month in which the water companies stock 
initially went public to be the first month of data provided by CRSP@‘. In 
any event, the data provided by CRSP@ is the longest available series of 
market data for these companies. 

See tab Sch 7 p 2 of Ms. Ahern’s electronic exhibit. 

Please see Ms. Ahern’s response to parts a) through c), above. 



ATTACHMENT I 

COMPANY: EFCOR Water Arizona IRC. 
DOCKET NO: WS-O1303A-14-0010 

Response provided by: Pauline M. Ahern, CRRA 
Title: Managing Principal, AUS Consultants 

Address: 155 Gaither Drive, Suite A 
Mt. Laurel, NJ 08054 

Company Response Number: STF JAC 13.9 

Q: A review of Exhibit PMA-DT2 Schedule 7 (p. 2 of 11) indicates that among Ms. 
Ahern’s nine sample companies, York Water Compan has the second highest 
average variance (0.46%)’ the third highest PRPMX derived risk premium 
( I  1.40%) and the third highest indicated cost of common equity ( I  5.71 Yo). Upon 
review of Ms. Ahern’s work papers supporting that schedule, Staff found that the 
initial monthly variance figures assigned to York Water appeared to be 
disproportionately higher than those of the other water companies in her sample. 
The table below depicts both the initial month variance assigned to each of her 
nine sample companies, as well as Staffs calculation of the initial year average 
variance based upon Ms. Ahern’s monthly variance figures. As shown, the initial 
month variance for York Water (2.73%) exceeded the average of the other eight 
companies (0.2375%) by a factor of 11.495, while the initial year average 
variance for York Water (1.70%) exceeded the average of the other eight 
companies (0.24875%) by a factor of 6.834. 

Initial Month 
Variance 

American States Water 
American Water Works 
Aqua America 
Artesian Resources 
California Water 
Connecticut Water 
Middlesex Water 
SJW Corporation 

0.25 % 
0.76 % 
0.25 Yo 
0.10 % 
0.09 % 
0.28 % 
0.07 % 
0.10 % 

Eight Company Average 0.2375 % 

York Water 2.73 % 

Magnitude Greater 11.495 x 

Initial Year 
Ave raq e Variance 

0.23 % 
0.52 % 

0.16 % 
0.16 % 
0.27 % 

0.35 Yo 

0.14 ‘/o 
0.16 Yo 

0.24875 % 

1.70 % 

6.834 x 

In light of the above, please respond to the following: 

a) Provide an explanation as to why the monthly variances for York Water are 
not representative of the monthly variances of the other eight companies in 
Ms. Ahern’s proxy group, making sure to identify &I factors which would 
explain the significant disparities depicted above; 



b 

b) Because the monthly variance figures in Ms. Ahern’s work papers have been 
“hard coded” into the Excel spreadsheet, their calculation is not subject to 
independent verification by Staff. Please identify an independent source(s) 
where the calculation of the monthly variance figures for each of Ms. Ahern’s 
nine sample companies can be verified; 

c) If no such independent source is available, please provide Staff with a copy of 
the work papers containing Ms. Ahern’s calculations of the monthly variance 
figures for each of her nine sample companies. 

A: a) Ms. Ahern cannot speculate as to why York Water Company’s early predicted 
variances differ from those of the other eight water companies in her proxy 
group. While York’s early predicted variances appear out of line relative to 
those of the other water companies, they are the predicted variances based 
upon York‘s actual market returns / equity risk premiums. 

b) Ms. Ahern used the independent commercial Eviews statistical package to 
derive the predicted monthly variances for each company. She can be made 
available in person or via webinar to demonstrate how to derive the predicted 
variances using Eviews. 

c) Please see Ms. Ahern’s response to part B above. 
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EXECUTIVE SUMMARY 
EPCOR WATER ARIZONA, INC. 
DOCKET NO.  WS-Ol303A-14-0010 

The surrebuttal testimony of Staff witness John A. Cassidy addresses the following issues: 

CaDital Structure - For four of the EPCOR Water Arizona, Inc. (“Company”) districts (Mohave 
Water, Mohave Wastewater, Paradise Valley Water and Sun City Water) in this proceeding, Staff 
continues to recommend that the Commission adopt a capital structure mix consisting of 59.76 
percent debt and 40.24 percent equity. For the Tubac Water district, Staff continues to recommend 
that the Commission adopt a capital structure mix consisting of 58.53 percent debt and 41.47 
percent equity. 

Cost of Eauitv - Staff continues to recommend that the Commission adopt a 9.5 percent cost of 
equity for the Company. 

Cost of Debt - Staff recommends that the Commission adopt a 4.3 percent cost of debt for the 
Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun City Water districts, and a 4.0 
percent cost of debt for the Tubac Water district. 

Overall Rate of Return - Staff continues to recommend that the Commission adopt a 6.4 percent 
overall rate of retum for the Mohave Water, Mohave Wastewater, Paradise Valley Water and Sun 
City Water districts, and a 6.2 percent overall rate of return for the Tubac Water district. 

Ms. Ahem’s Testimonv - The Commission should reject the Company’s proposed 10.55 percent 
retum on equity (“ROE”) for the following reasons: 

Ms. Ahem’s primary cost of equity estimation model is the Predictive Risk Premium ModelTM 
(“PRPMm”), and the PRPMm derived cost of equity metrics permeate her entire analysis. Cost of 
equity estimates obtained from the PRPMTM model overstate the market cost of equity; thus, use of 
PRPMTM derived metrics in Ms. Ahem’s Risk Premium Model using an Adjusted Total Market 
Approach, Capital Asset Pricing Model (“CAPM) and Empirical Capital Asset Pricing Model 
(“ECAPM) overstate cost of equity estimates obtained from these models, as well. No weight 
should be given to cost of equity estimates obtained from the PRPMTM model as (i) the critical 
values input into Ms. Ahern’s model have been hardcoded into the excel file, and (ii) Ms. Ahern 
makes an invalid assumption concerning the date the common stock of at least five of her nine 
sample companies initially became publicly traded. In Ms. Ahem’s CAPM and ECAPM models the 
cost of equity is overstated by use of a forecasted risk free rate. In Ms. Ahem’s Risk Premium 
Model using a Total Market Approach, the cost of equity is overstated by use of a forecasted ‘Aaa’ 
corporate bond yield. Ms. Ahem’s ECAPM cost of equity results should be given no weight as they 
are overstated by means of an unnecessary and redundant beta adjustment. Further, Ms. Ahem’s 
proposed 10.55 percent cost of equity is inflated by means of both a 24 basis point upward credit 
risk adjustment and a 30 basis point upward business risk adjustment. 
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I. INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupatm, and business address. 

My name is John A. Cassidy. I am a Public Utilities Analyst employed by the Arizona 

Corporation Commission (“Cornmission”) in the Utilities Division (“Staff ’). My business 

address is 1200 West Washington Street, Phoenix, Arizona 85007. 

Are you the same John A. Cassidy who filed direct testimony in this case? 

Yes, I am. 

What is the purpose of your surrebuttal testimony in this rate proceeding? 

The purpose of my surrebuttal testimony is to report on Staffs updated cost of capital 

analysis for EPCOR Water Arizona, Inc. (“EPCOR,” “EWAZ,” or “Company”), and to 

respond to the cost of capital rebuttal testimony of Company witness, Pauline M. Ahem 

(“Ms. Ahem’s Rebuttal”). 

Did Staffs updated cost of capital analysis for the Company result in a change to the 

9.5 percent cost of equity recommended by Staff in direct testimony? 

No. As shown in Surrebuttal Schedule JAC-3, Staff continues to recommend a cost of equity 

for the Company of 9.5 percent, based on an 8.9 percent average @e., arithmetic mean) cost 

of equity estimate obtained from Staffs two discounted cash flow (“DCF”) cost of equity 

estimation models, combined with an upward 60 basis point (0.6 percent) economic 

assessment adjustment.’ 

1 It should be noted that while the cost of equity estimate obtained from Staffs updated constant growth DCF model- 
8.6 percent-remained unchanged from the level in direct testimony, there was a downward change to the cost of equity 
estimate obtained from Staffs multi-stage DCF model. Specifically, as shown in Surrebuttal Schedule JAC-3, Staffs 
updated multi-stage cost of equity estimate is 9.1 percent, 10 basis points hwer than the 9.2 percent multi-stage DCF cost 
of equity estimate in Staffs direct testimony (See Cassidy Direct, Schedule JAC-3). For purposes of its cost of equity 
recommendations, Staff rounds to a single digit (i,e., to the tenth, rather than the hundredth place), and it is for this 
reason that Staffs updated recommended cost of equity for EWAZ remained unchanged ((8.6% + 9.10/0)/2 = 8.85%; or 
8.9% when rounded). 
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Q. 

A. 

Please explain how Staff’s surrebuttal testimony is organized. 

Staffs surrebuttal testimony is presented in three sections. Section I is this introduction. 

Section I1 presents Staffs comments on the rebuttal testimony of the Company’s cost of 

capital witness, Ms. Ahern. Lastly, Section I11 presents Staffs recommendations. 

11. STAFF RESPONSE TO COMPANY’S COST OF CAPITAL WITNESS MS. PAULINE 

M. AHERN 

Q. 

A. 

Q. 

For purposes of her rebuttal testimony, did Ms. Ahern update her proposed cost of 

equity and overall rate of return for the Company? 

Yes. In rebuttal testimony, Ms. Ahem now proposes a cost of equity for EWAZ of 10.55 

percent. Ms. Ahem’s updated cost of equity for the Company is 9.72 percent, based on cost 

of equity estimates obtained from her DCF (8.52 percent), Risk Premium Model (“RPM) 

(10.97 percent) and Capital Asset Pricing Model (“CAPM) (9.72 percent) models. To this 

9.72 percent indicated cost of equity Ms. Ahem adds an upward 24 basis point credit risk 

adjustment and an upward 30 basis point business risk adjustment. Ms. Ahern’s 

recommended cost of equity is 10.25 percent. To this cost of equity cost rate she adds a 60 

basis point economic assessment adjustment, for a range of 10.25 percent to 10.85 percent. 

Ms. Ahem’s proposed 10.55 percent cost of equity represents the mid-point of this range. 

In Rebuttal (pp. 2-3, lines 23:2), Ms. Ahern cites to pages 29-33 and 46-52 of Staff’s 

direct testimony, stating that Mr. Cassidy, “believes that there is a direct relationship 

between earned returns on book common equity, the allowed return on book common 

equity and market-to-book ratios.” How does Staff respond? 

Ms. Ahem’s assertion is unwarranted. A review of pages 29-33 my direct testimony 

demonstrates that I lay the foundation for why Staff incorporates a stock financing growth 

rate (vs) term into its constant growth DCF model. Staff acknowledges that market-to-book 
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(“M.B”) ratios for Staffs sample companies continues to remain above 1.0, and with the 

expectation that M B  ratios for publicly traded water companies will remain above 1.0, Staff 

has included a vs term into its sustainable growth DCF analysis. 

Q. 

A. 

Q. 

A. 

In Rebuttal @. 11, lines 10-22), Ms. Ahern states that use of multiple common equity 

cost rate models adds reliability when arriving at a recommended common equity 

cost rate. She points out that in direct testimony, Mr. Cassidy agreed with the need to 

reduce “the sample error resulting from random fluctuations in the market at the time 

the information is gathered,” yet did not apply this concept when relying exclusively 

on the DCF model. How does Staff respond? 

Ms. Ahem is mistaken as regards the gathering of data used in Staffs cost of equity 

estimation models? While it is true that Staffs recommended cost of equity is based on 

estimates derived from its constant growth DCF and multi-stage DCF models, when 

gathering the input data used in those models Staff also gathers inputs for use in Staffs 

historical- and current market risk premium CAPM models. For reasons noted in Staffs 

direct testimony; Staff has determined that cost of equity estimates derived from the CAPM 

should not be given their traditional weighting for purposes of setting rates, as estimates 

derived from the CAPM continue at unusually low levels. 

Has Staff prepared an exhibit which would demonstrate why Staff believes reliance 

upon cost of equity estimates obtained from the CAPM are not appropriate for 

purposes of setting rates at this time? 

Yes. Staff has prepared a pro forma restatement of Surrebuttal Schedule JAC-3 for this 

purpose. As shown in Surrebuttal Exhibit JAC-A, Staff presents the cost of equity estimates 

for the Company as if they were derived from estimates obtained from Staffs two DCF 

2 See Cassidy Direct, pp. 3-4,25:1. 
3 See Cassidy Direct, pp. 45,5:5. 
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models and Staffs two CAPM models. As can be seen, Staffs average DCF cost of equity 

estimate for the Company is 8.9 percent, while Staffs average CAPM cost of equity estimate 

for the Company is 7.1 percent; a figure 180 basis points lower than Staffs 8.9 percent DCF 

estimate. Had Staff incorporated its CAPM estimates into its analysis utilizing its traditional 

welghting allocations (i.e., 50 percent DCF/50 percent CAPMJ, doing so would have resulted 

in an arithmetic mean estimated cost of equity for EWAZ of 8.0 percent ((8.9 percent + 7.1 

percent)/2 8.0 percent); a figure 90 basis points lower than Staffs 8.9 percent DCF estimate. 

Finally, after making provision for Staffs upward 60 basis point economic assessment 

adjustment, Staffs overall recommended cost of equity for the Company would be 8.6 

percent; once again, a figure 90 basis points lower than Staffs recommended 9.5 percent cost 

of equity estimate for EWAZ and based upon cost of equity estimates derived from Staffs 

two DCF models. 

Q. 

A. 

In light of the above, does Staff believe the assertion made by Ms. Ahern that Staff has 

relied exclusively on the results of its DCF models for purposes of its recommended 

cost of equity for the Company to be without merit? 

Yes, as Staff obtained cost of equity estimates from its two CAPM models simultaneous to 

having obtained cost of equity estimates from its two DCF models. However, after having 

obtained its CAPM cost of equity estimates, Staff determined that it would be inappropriate 

to incorporate those estimates into its recommended cost of equity for EWAZ. 
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Q. 

A. 

In Rebuttal @. 18, footnote 14), in regard to the historical and projected dividends per 

share (“DPS”) and earnings per share (“EPS”) estimates presented in Schedule JAC-5 

filed in Staffs direct testimony, Ms. Ahem asserts that, “[allthough sourced as 

coming from Value Line, Mr. Cassidy did not use the historical and projected growth 

rates published for each water company in its Value Line Ratings & Report, but 

rather calculated them himself.” How does Staff respond? 

Ms. Ahem’s assertion is without merit. While Staff does compute the growth rates used in its 

historical and projected DPS and EPS estimates presented in Schedule JAC-5, it does so 

utilizing data obtained from Value fine, as sourced. Specifically, in the computation of its 

historical 10-year DPS and EPS growth rates for each sample company, Staff utilizes the 

historical DPS and EPS valzkes for each sample company as reported by Value Line Ratings & 

Reports. For example, as shown in Schedule JAC-5, Staff determined the 10-year historical 

DPS growth rate for American States Water over the period, 2003-2013, to be 5.6 percent. 

Staffs calculation of this growth rate involved dividing the 2013 DPS valtle ($0.76) by the 

2003 DPS valzle ($0.44), raising that quantity to the 1/10 power, and subtracting l.4 As for the 

calculation of Staffs projected DPS and EPS estimates for the sample companies, Staff once 

again utilizes actual per share valtres made available by Value fine. For example, as shown in 

Schedule JAC-5, for American States Water Staff determined the 5-year projected dividend 

growth rate to be 8.6 percent over the period, 2013-2018. This was done by dividing Value 

Line’s projected DPS value ($1.15) for the period 2017-2019 by the reported 2013 DPS valtle 

($0.76), raising that quantity to the 1/5 power, and subtracting l.5 Staff believes the 

methodology it employs in the computation of historical and projected measures of DPS and 

EPS growth in its constant growth DCF model to be appropriate, as it incorporates the actual 

historical/projected DPS and EPS valzles reported by Value fine, thereby allowing for greater 

precision in the Value Line sourced estimate obtained. 

4 (((.76/.4~l)~/~O)-l) = 5.6% (rounded). 
5 (((1.15/.76)1/5)-1) = 8.6% (rounded). 
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Q. 

A. 

Q. 

A. 

In Rebuttal (p. 25, lines 3-24), Ms. Ahern again raises the issue of Staff electing to 

calculate DPS, EPS and sustainable growth rates in its DCF cost of equity analysis 

rather than adopting the growth rates published by Value Lhe. How does Staff 

respond? 

Staff responds by citing to the discussion noted above. 

The historical price and dividend input data used by Ms. Ahern in the PRPMTM is 

provided by the Center for Research in Securities Prices (“CRSP@”). In Rebuttal (pp. 

48, lines 2-4), Ms. Ahern justifies use of CRSPO data on grounds that it is “a well- 

known and well respected data source widely used in peer-reviewed academic 

financial research.” How does Staff respond? 

Staff has every confidence that the historical market data made available by CRSP@ is worthy 

of the respect and hgh regard Ms. Ahern ascribes to it in rebuttal testimony. That said, the 

question as to whether the CRSP@ data used by Ms. Ahem in the PRPMTM is hlghly regarded 

is not the relevant issue. As noted in Staffs direct testimony,‘ the relevant concem relates to 

whether historical market data has been excluded from Ms. Ahern’s PRPMTM time series for 

the sample companies by virtue of the data not yet having been made available by CRSP@. As 

was further noted in Staffs direct te~timony,~ this appears to be the case for at least five of 

her nine sample companies: York Water, American States Water, S J W  Corporation, California 

Water and Middlesex Water. 

See Cassidy Direct, pp. 66-67, lines 19:7. 
See Cassidy Direct, pp. 68-69, lines 1:lO; and Exhibit JAC-D. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

In Rebuttal @. 48, lines 4-7), Ms. Ahern states that CRSPO makes available historical 

market data on approximately eighty publicly-traded utilities and, “to the best of [her] 

knowledge, covered the trading history which CRSP@ deemed appropriate.” How 

does Staff respond? 

As a cost of capital witness filing testimony in this proceeding, Ms. Ahem has elected to 

utilize CRSP@ historical market data in her PRI?MTM cost of equity analysis. Accordingly, 

Staff believes that it is Ms. Ahem, and not CRSP@, who should determine whether the data 

made available by CRSP@ is deemed to be appropriate for that purpose. 

The nine publicly traded utilities included in Ms. Ahern’s proxy group are listed either 

on the New York Stock Exchange (“NYSE”) or the National Association of Securities 

Dealers Automated Quotations (“NASDAQ).’ For the publicly traded stocks listed 

on these exchanges, when does the historical market data provided by CRSPO begin? 

All CRSP@ data series for NYSE exchange listed securities begins on December 31, 1925, 

while all data series for NASDAQ exchange listed securities b e p s  on December 14, 1972.9 

This would suggest that had York Water been listed on the NASDAQ exchange as of 

December 14, 1972, historical market trading data for the common shares of York 

water would be available from CRSP@ going back to that date, correct? 

Yes, and had this been the case, there is every reason to believe that Ms. Ahern would have 

incorporated that historical market data into her PWMm time series for York Water. As 

noted in Staffs direct testimony,” a review of the work papers supporting Ahem Exhibit 

PMA-DT 2, Schedule 7 (Page 2) indicated that Ms. Ahem gave epaL weight to all observed 

The NYSE listed companies in Ms. Ahem’s sample include American States Water, American Water Works, Aqua 
America, California Water and S J W  Corporation; the NASDAQ listed companies in her sample include Artesian 
Resources, Connecticut Water, Middlesex Water and Yo& Water. 
9 Iittp: / /wm-.crsD.Com /products / research-products /crsp-us-stock-databases 
‘0 See Cassidy Direct, p. 60, lines 19-26 

http://wm-.crsD.Com
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monthly variances in the time series, as the average variance for each sample company 

represented the arithmetic mean of all monthly variances in the time series. Thus, Staff found 

no evidence of Ms. Ahem having excluded from her PWMW time series any historical 

monthly trading data made available by CRSP@. Instead, the historical market data excluded 

from Ms. Ahem's PWMTM analysis is that which predates the data made available by CRSP@' 

for York Water, American States Water, SJW Corporation, California Water and Middlesex 

Water. 

Q. 
A. 

Q. 

A. 

When was York Water listed on the NAsDAQ exchange? 

The common shares of York Water were listed on the NASDAQ exchange on January 16, 

2001. Prior to that date, York's c o m o n  stock was traded over-the-counter." 

And this explains why the PRPMTM time series for York Water in Ms. Ahern's analysis 

does not begin until February 2001, correct? 

Yes. 

York Water Company, 2001 Form 10-K filed with the U.S. Securities and Exchange Commission 11 

http: / /\~~\?~-.seC._po\'/-~irchl\-es/edear/dilta/ 1 0S9SS/000010898502000003 /I r2U01 .Et 
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Q. 

A. 

When explaining the PRPMTM in direct testimony, Ms. Ahern noted that the PRPMTM 

was developed from the work of Mr. Robert F. Engle, a Nobel Prize winning 

economist. Specifically, she states that “Engle discovered that the volatility in prices 

and returns also clusters over time, making it MgMy predictable and available to 

predict fbture levels of risk and riskprem*ums (emphasis added).”” In reviewing the 

work papers supporting Ahern Exhibit PMA-DT 2 Schedule 7 (Page 2) relating to 

York Water, did Staff find evidence which appears to contradict the above statement? 

Yes. Utilizing the monthly variance values from the PRPMTM time series for York Water 

contained in the work papers supporting Ahem Exhibit PMA-DT 2 Schedule 7 (Page 2), 

Staff has prepared an analysis to show what the average annual monthly variance figures 

would be from one year to the next covering a full 12-year period (plus eight months of an 

additional thirteenth year) from, February 2001 - September 2013. As shown in Surrebuttal 

Exhibit JAC-By the highest average annual monthly variance for York Water (1.70 percent) 

occurred in year 1 (the period February 2001-January 2002), with the second and third highest 

average annual monthly variance figures coming in years two (0.63 percent) and three (0.46 

percent). Since that time, the annual average variance figures in Ms. Ahem’s PRPMTM 

analysis have gone down fairly consistently from year to year, reaching a low of 0.25 percent 

in year 12 (the period February 2012-January 2013). As can further be seen, over the first 

three years, Ms. Ahem’s average annual variance for York was 0.93 percent, while the average 

annual variance for years 4-13 was much lower, 0.32 percent. Nevertheless, due to the annual 

variance figures for York being much higher in years 1-3, the overall average variance used in 

Ms. Ahem’s PRPMTM analysis has been skewed upward to 0.46 percent. Thus, rather than 

being predictive of “future levels of risk and risk premiums,” the early (i.e., years 1-3, 

February 2001 -January 2004) predicted variances obtained in Ms. Ahern’s PRPMm analysis 

12 See Ahem Direct, pp. 27-28, lines 18:l. 
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for York appear to exceed those obtained over the most recent 9-year plus period (i.e., years 

4-13, February 2004 - September 2013) by a factor of 2.9 (0.93 percent/0.32 percent = 2.9). 

Q. 

A. 

Q. 

A. 

Did Staff perform an analysis to determine if York's 1.70 percent annual average 

monthly variance in the first 12-months (i.e., February 2001-January 2002) of PRPMTM 

time series data was representative of that of the other eight utilities in Ms. Ahern's 

proxy group of sample companies? 

Yes. Staff prepared such an analysis, and determined that the monthly variances reported for 

York in the first 12-months were clearly not representative of those of the other sample 

companies in the comparable first 1Zmonth period. As shown in Surrebuttal Exhibit JAC-Cy 

the average annual monthly variance for all nine sample companies in the first 12-months of 

PWMm time series data was 0.41 percent. However, when excluding York Water from the 

computation, the average annual monthly variance for the other eight sample companies was 

shown to be 0.25 percent. What this suggests is that York's 1.70 percent initial 12-month 

average PWMm monthly variance exceeds that of the other eight sample companies by a 

factor of 6.8 (1.70 percent/0.25 percent = 6.8). 

Does Staff have reason to believe that this 1.70 percent average annual monthly 

variance is an aberration which serves to significantly overstate Ms. Ahern's PRPMTM 

derived cost of equity estimate for York Water? 

Yes. As shown in Surrebuttal Exhibit JAC-Cy among the monthly variances reported in 

York's initial 12-month PRPMm time series @e., February 2001-January 2002), the variances 

in the first four months all exceeded 2.0 percent (the 2.73 percent monthly variance for 

February 2001 being the highest), followed by six consecutive months with variances in 

excess of 1.0 percent, with the final two months having variances above 0.90 percent. 

Furthermore, in reviewing the work papers supporting Ahern Exhibit PMA-DT 2 Schedule 7 
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(Page 2), Staff determined that no other sample company had even one monthly variance in 

excess of 2.0 percent, with the single highest reported monthly variance among Ms. Ahern’s 

other eight sample companies being a 1.40 percent monthly variance for Aqua America. As 

can be seen in Surrebuttal Exhibit JAC-Cy however, the monthly variances in each of the first 

seven months of York‘s initial 12-month PWMTM time series all exceed this 1.40 percent 

level. 

Q. 

A. 

Q. 

A. 

In light of the above, does Staff believe this to be an additional reason why historical 

market trading data for York Water should not be excluded from Ms. Ahern’s 

PRPMTM time series? 

Yes. 

In Rebuttal @. 48, lines 1 ,16), Ms. Ahern acknowledges that Yahoo! Finance makes 

available a historical time series of market retum data for York Water dating back to 

May, 1999. However, she appears to dismiss the significance of this market data on 

grounds that York’s shares are thinly traded. Specifically, Ms. Ahern states that upon 

close review of that return data, it showed that ‘Cyork Water was not traded every day, 

and sometimes not traded for several days in a row. It is my understanding that the 

CRSP r e m  data only contained data on continuously pubficly traded stocks 

(emphasis added).” How does Staff respond? 

Staff conducted a review of the 21-month period of market return data @e., May 3, 1999- 

January 31,2001) available on the Yahoo! Finance website predating that used in Ms. Ahern’s 

PWMTM time series for York. Staff determined average daily trading volume in York 

common shares over this 21-month period to be 4,183 shares, and that there were both 

individual days and consecutive days in which there was no trading volume in York common 

shares. Staff then conducted a review of the market retum data for York Water on this same 
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Yahoo! Finance website covering the initial 12-month period included in Ms. Ahern’s 

PWMm time series for York Water @e., February 1, 2001-January 31, 2002). In doing so, 

Staff determined average daily trading volume in York common stock over this 12-month 

period to be 6,509 shares, and that there were both individual days and consecutive days in 

which there was no trading volume in York common shares. Thus, Ms. Ahern’s stated 

understanding that CUP@ return data is provided only for “continuously publicly traded 

stocks” appears to be inaccurate. 

Q. 

A. 

In closing on this point, in Rebuttal (page 48, lines 16-24) Ms. Ahern states that 

“[slince the PRPMTM is a predicted variance model, equities that are not frequently 

traded produce distorted volatility because of the infrequency of trading. This 

distorted actual volatility would translate into distorted predicted volatility, which 

would produce inaccurate predicted equity risk premiums. Thus, the lack of the 

entire trading histories of the stocks when they are inftequently traded would not 

adversely affect the results of the PRPMTM.” How does Staff respond? 

First, as evidenced by the above, Ms. Ahern clearly acknowledges/implies that she has 

excluded a portion of the historical market trading data from her PRPMTM analysis. Second, 

the above statement gives rise to the question as to whether the PWMm can nghtly be 

considered a “market-based” model. This issue is particularly significant in view of the fact 

that in direct te~timony,’~ Ms. Ahem identified “the historical [monthly] returns on the 

common shares of each company in the proxy group” as a necessary input to obtain a 

PWMm derived equity risk premium. Thlrd, the above statement suggests that the potential 

exists for the PWMm to obtain distorted and/or inaccurate predicted equity risk premiums. 

For the reasons noted above, Staff believes this to be an additional reason why cost of equity 

estimates derived from the PWMm should be given no weight in this proceeding. 

13 See Ahern Direct, p. 28, lines 11-12. 
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Q. 

A. 

Q. 

A. 

In Rebuttal, Ms. Ahern proposes a 24 basis point upward credit risk adjustment to the 

cost of equity. How does Staff respond? 

Ms. Ahem’s proposed credit risk adjustment has no merit, as a 1994 study by S. Brooks 

Marshall which investigated the relationship between equity risk and bond risk concluded that 

bond ratings fail to explain a large portion of total equity risk (defined as equity risk premiums 

and beta). Specifically, the author concluded 

“These data show that using a bond rating as the sole measure for selecting a 
set of comparable companies for a cost-of-equity determination will not 
necessarily produce a group of companies that have similar equity risk. Most 
of this risk is explained by characteristics other than bond ratings.”14 

Accordingly, the proposed 24 basis point credit risk adjustment should be denied. 

Is Staff aware of an additional consideration as to why it would be inappropriate to 

provide an upward credit risk adjustment to the cost of equity for the Company? 

Yes. In conducting research on EWAZ and its ultimate parent, EPCOR Utilities, Inc., Staff 

located a news release issued by the Reuters news service relating to a Standard & Poor’s 

credit downgrade of EPCOR Power L.P. which took place on May 7, 2007.15 In that news 

release, it was reported that a positive outlook or rating uplift for EPCOR Power L.P. by S&P 

was “unlikely, given the non-amortizing nature of the company’s long-term debt.” As noted 

in Staffs direct testimony,“ EWAZ has total long-term debt of $231,761,134, and of this total 

99.67 percent ($231,000,000) is non-amortizing debt. Thus, it appears that credit rating 

agencies take into consideration the nature of the long-term debt used to fund a utility’s 

assets, with the presence of non-amortizing debt in the capital structure being viewed 

14 Marshall, S. Brooks. “Bond Ratings: A Poor Predictor of Equity Risk,’’ Pnbkc Utikties Fortnigbt~, Oct. 15,1994, pp. 27- 
28. 
15 httn: / /uk.reuters.com /article /2007 /05 /07 /idUE;\~T;126202007Oi07 
16 See Cassidy Direct, p. 39, footnote 31. 

http://uk.reuters.com
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unfavorably, rather than favorably. For this reason, Staff believes the provision of an upward 

credit risk adjustment to the Company’s cost of equity is unwarranted due to the significant 

presence of non-amortizing debt in the EWAZ capital structure. 

Q. 

A. 

Q. 

A. 

But don’t many of the publicly traded utilities in Staff’s proxy group of companies 

utilize non-amortizing debt to fund their assets? 

Yes, they do. However, by virtue of being publicly traded entities these utilities have access 

to the equity capital markets, whereas EWAZ and its ultimate parent, EPCOR Utilities, Inc., 

do not. In response to data requests issued by Staff, the Company provided credit rating 

reports issued by both S&P and the Dominion Bond Rating Service (“DBRS‘), the two credit 

rating agencies who issue credit ratings for EPCOR Utilities, Inc. In reviewing the credit 

reports issued by DBRS, that rating agency has consistently identified the lack of access to the 

equity markets as being a credit weakness for the company. EPCOR Utilities, Inc. is a closely 

held entity, with its entire three shares of outstanding common stock being owned by the City 

of Edmonton. Thus, unlike the publicly traded utilities in Staffs sample group of companies 

who do have access to the equity capital markets and an additional source of capital to service 

its obhgations on maturing long-term non-amortizing debt, EWAZ and its ultimate parent do 

not. 

In Rebuttal, Ms. Ahern continues to advocate for a 30 basis point upward business 

risk adjustment to the cost of equity. How does Staff respond? 

For the reasons noted in Staffs direct testimony,” it is Staffs position that there is no 

justification for such an adjustment. 

~~~~~ ~ 

See Cassidy Direct, pp. 82-84, 16:12. 
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111. CONCLUSION 

Q. 

A. 

Q. 

A. 

Please summaue Staffs recommendat-ms. 

For the four EWAZ districts (Mohave Water, Mohave Wastewater, Paradise Valley Water and 

Sun City Water) Staff recommends that the Commission adopt a consolidated 6.4 percent 

overall rate of return (“ROR”) for the Company based on a capital structure composed of 

59.76 percent debt and 40.24 percent equity, Staffs 8.9 percent average DCF cost of equity 

estimate, and Staffs 60 basis point (0.60 percent) upward economic assessment adjustment. 

For the Company’s Tubac Water district, Staff recommends that the Commission adopt a 6.2 

percent overall rate of return (“ROR’’) for the Company based on a capital structure 

composed of 58.53 percent debt and 41.47 percent equity, Staffs 8.9 percent average DCF 

cost of equity estimate, and Staffs 60 basis point (0.60 percent) upward economic assessment 

adjustment. 

Does this conclude your surrebuttal testimony? 

Yes, it does. 



BPCOK Water Anzona, hic. Cost of Capital Calculation 
Capital Structure 

And Weighted Average Cost of Capital 
Staff Recornmended and Company Proposed 

Description 

Staff Recommended Structures 

Four Districts - Consolidated. 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Tubac Water - Stand Alone Basis 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Company Proposed Structure 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Mohave Wastewater 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Mohave Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Paradise Vallev Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Sun City Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Tubac Water 
Debt 
Common Equity 
Weighted Average Cost of Capital 

Weight (?/.I 

59.76% 
40.24% 

58.53% 
41.41% 

59.76% 
40.24% 

59.76% 
4.24% 

59.76% 
40.24% 

59.76% 
40.24% 

59.76% 
40.24% 

59.84% 
40.1 6% 

h t  

4.3% 
9.5% 

4.0% 
9.5% 

4.29% 
10.55% 

4.29% 
10.55% 

4.29% 
10.55% 

4.29% 
10.55% 

4.29% 
10.55% 

4.29% 
10.55% 

Weighted 
€Qs 

2.6% 
3.8% 
6.4% 

2.3% 
3.9% 
6.2% 

2.56% 
4.24% 
6.8lY0 

2.56?/0 

6.81% 

2.56% 

6.81% 

2.56% 
4.25% 
6.81% 

2.56% 
4.25% 
6.81% 

2.57% 
424% 
6.80% 

Dl : P I  x [Cl 
upporting Schedules: JACJ and JAC-4. 



Intentionally left blank 
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EPCOR Water Aiizona, Inc. Cost of Capital Calculation 
Average Capital Sti-ncture of Sample Water Utilities 

COmDanp 
Coinmon 

Debt EqLlity Total 

American States Water 

California Water 

Aqua America 

Connecticut Water 

Middlesex Water 

SJW Corp 

York Water 

40.8% 59.2% 100.0% 
47.2% 52.8% 100.0% 
52.0% 48.0% 1 00.0% 
48.4% 51.6% 100.0% 
45.9% 54.1 Yo 100.0% 
54.7% 45.3% 100.0% 
44.2% 5 5.8% 100.0% 

100.0% Average Sample Water Utilities 47.6% 52.4% 

EWAZ - Four Distdcts (Consolidated) 59.76% 40.24% 100.0% 

100.0% EWAZ - Tubac Water (Stand Alone) 59.84% 40.16% 

Source: 
Sample Water Companies from Value Line 
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EPCOR Water Aiizona, lnc. Cost of Capital Calculation 
Growth in Earnings and Dividends 

Sample Water Utilities 

Company 

American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 

S F  COT 
York Water 

Average Sample Water Utilities 

Dividends 
Per Share 

ZOO# to 2013 

tDPS1 

5.6% 
1.3% 
7.6% 
1.7% 
1.5% 
4.1 y o  
4.1% 

3.7% 

Dividends 
Per Share 
Projected 

DPS' 

8.6% 
8.2% 
9.0% 
4.1 % 
2.0% 
6.5% 
rn 

EZiIningS 
Per Share 

200rto 2013 Li'& 
15.2% 
4.9% 
9.7% 
3.7% 
5.4% 
2.1% 
4.8% 

6.4% 6.5% 

1 Value Line 

Earnings 
Per Share 
Projected 

Eps' 

4.4% 
8.9% 
6.0% 
5.3% 
3.9% 
8.7% 
8.0% 

6.5% 
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EPCOR Water Arizona, Tnc. Cost of Capital Calculation 
Sustainable Growth 

Sample Water Utihties 

Retention Re tention 
Growth Growth 

200ito 2013 Projected 
Companv 4br - br 

American States Water 4.1 % 5.4% 
California Water 2.6% 3.5% 
Aqua America 4.2% 6.0% 
Connecticut Water 2.1% 4.5 yo 
Mddlesex Water 1.3% 3.2% 
S J W  Co1p 3.2% 3.3% 
York Water 2.2% 4.1% 

Average Sample Water Utilities 2.8% 4.3% 

Stock 
Financing 
Growth 
- vs 

1.8% 
3.0% 
1.8% 
3.1% 
3.1% 
1 .O% 
4.8% 

2.7% 

Sustainable 
Growth 

2009to 2013 
', 4 br + vs 

6.0% 
5.7% 
6.0% 
5.2% 
4.4% 
4.3% 
6.9% 

5.5% 

Sustainable 
Growth 

Projected 
br + vs 

7.3% 
6.6% 
1.8% 
7.6% 
6.3% 
4.4% 
8.5% 

7.0% 

[B]: Value Line 
[CJ: Value Line 
[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http://www.sec.gov/) 
[El: M+Pl 
F I :  tC1 + [Dl 

http://www.sec.gov
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BPCOR Water Arizona, Inc. Cost of Capital Calculation 
Selected Financial Data of Sample Water Uulities 

PI PI Fl F1 

Companv 
American States Water 
California Water 
Aqua America 
Connecticut Water 
Middlesex Water 

SJW COT 
York Water 

Avenge 

Svmbol 
AWR 
CWT 
WTR 
CTWS 
MSEX 

I 

SJW 
YORW 

Spot Price 
2/11/2015 

39.06 
24.12 
26.19 
36.11 
22.20 
32.93 
22.80 

Book TJalue 
13.01 
12.48 
8.75 

19.55 
12.23 
15.81 
8.44 

Mkt To 
Book 
3.0 
1.9 
3.0 
1.8 
1.8 
2.1 
- 2.7 

2.3 

Value &ne 
Beta 

h 
0.70 
0.70 
0.70 
0.65 
0.70 
0.85 
- 0.65 

0.71 

Raw 
Beta 
k W  

0.52 
0.52 
0.52 
0.45 
0.52 
0.75 
0.45 

0.53 

[C]  : Msn Money 
[D J : Value Line 

[F] : Value Line 
[El: IC1 / [Dl 

[GI: (-0.35 + [F]) / 0.67 
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EPCOR Water Arizona, Inc. Cost of Capital Calculation 
Calculation of Expected Infinite Annual Growth in Dividends 

Sample Water Udities 

Des critkon g 

DPS Growth - Historical' 3.7% 

DPS Growth - Projected' 6.4% 

EPS Growth - Historical' 6.5% 

EPS Growth - Projected' 6.5% 

Sustainable Growth - Historical' 5.5% 

Sustainable Growtli - Projected' 7.0% 

Average 5.9% 

1 Schedule JAC-5 
2 Schedule JAC-6 
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6.5% 
6.5% 

Docket No. WS-01303A-14-0010 

8.6% 
9 Z% 

[AI 

0.65 0.69 0.73 0.78 
1.04 1.10 1.17 1.24 
0.80 0.84 0.89 0.95 
0.79 0.84 0.89 0.94 
0.60 0.64 0.68 0.72 

EI'COIZ Water Arizona, Inc. Cost of Capital Calculation 
Multi-Stage DCF Estimates 

Sample Water Utilities 

6.5% 8.9% 
6.5% 9.3% 
6.5% 10.0% 
6.5% 8.8% 
6.5% 9.1% 

Current Mkt. 
Company Price (pol' 

211 1 /2015 
American States Water 39.1 
California Water 24.1 
Aqua America 26.2 
Connecticut Water 36.1 
Middlesex Water 22.2 
SJW Corp 32.9 
York Water 22.8 

Projected Dividend: (Stage 1 growth) 

@d 
4 4 dt di 

0.86 0.91 0.96 1.02 
0.69 0.73 0.77 0.82 

Where : Po = current stockprice 
D, = dividends expected during stage 1 
K = costof equity 
n = years of non - constant growth 

D, = dividend expected in yearn 
g, = constant rate of growth expected after year n 

Average 9.1% 

1 [B] see Scheduls JAG7 

2 Derived from Valus Lins Information 

3Avera.e annual growth in GOP 1928 - 2012 in current dollars. 

4 Internal Rata of Return of Projected Dividends 
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Consumer Price lndcx Hirmry, 19U - 2014 

(1982-64=100, unless orherwre notedl 
Annual Historical Kiter ot Innnuon 1 s  mcasural by the Canrumer Pnce Index (CPI) 

Y, 

1913 
1914 

1915 
1916 
1917 
1918 
1919 

1920 
1921 
1922 
1923 
1924 

1925 
1926 
1927 
1928 
1929 

1930 
1931 
1932 
1933 
1934 

1935 
1936 
1937 
1938 
1939 

1940 
1941 
1942 
1943 
1944 

1945 
1946 
1947 
1948 
1949 

1950 
1951 
1952 
1953 
1954 

1955 
1956 
1957 
1958 
1959 

1960 
1961 
1962 
1963 
1964 

. .  

.k""d 

Ci'I 
Index 

amgr  to 

7.9 2 
10.0 

10 1 
10.9 
12 8 
15.1 
17.3 

20.0 
17.7 
16.8 
17 1 
17.1 

17.5 
17.7 
17 4 
17 1 
17.1 

16 7 
15.2 
13.7 
13.0 
13 4 

13.7 
13.9 
14.4 
14.1 
13.9 

14.0 
14.7 
16.3 
17.3 
17.6 

18.0 
19.5 
17.3 
24.1 
23.8 

24.1 
26.0 
26.5 
26.7 
26.9 

26.8 
27.2 
28.1 
28.9 
29.1 

29.6 
29.9 
30.2 
30.6 
31.0 % 

1.00 

2 00 
13.00 
18 00 
20 00 
15.00 

3.00 
110 

-2.30 
2 40 
0.00 

3.50 
-1.10 
-2.30 
-1.20 
0.60 

-6 40 
-9.30 

-10 30 
0.80 
1 50 

3.00 
1.40 
2.90 

-2 80 
0.00 

0.70 
9.90 
9.00 
3.00 
2.30 

220 
18.10 
8 80 
3.00 

-2.10 

5.90 
600 
0.80 
0.70 

-0 70 

0.40 
3.00 
2 90 
1 80 
1.70 

1.40 
0.70 
1.30 
1.60 
1.00 % 

Average m u d  rate of inflation (GI), 1914-1964 

Average rate of inflation, 1915-1964, in 5-year increments 

2.68 % 

13 60 % 

0 84 % 

-0 10 % 

-4 74 % 

090 % 

498 O% 

6 00 % 

254 % 

196 % 

1 20 % 

2.72 % 

Year 

1965 
1966 
1967 
1968 
1969 

1970 
1971 
1972 
1973 
1974 

1975 
1976 
1977 
1978 
1979 

19SO 
1981 
1982 
1983 
1984 

1985 
1986 
1987 
1988 
1989 

1990 
1991 
1992 
1993 
1994 

1995 
1996 
1997 
1998 
1999 

2000 
2001 
2002 
2003 
2004 

2005 
2006 
2007 
2008 
2009 

2010 
2011 
2012 
2013 
2014 

.4M"al 

CPI 
Index 

Chmg 10 

31.5 % 
32.4 
33 4 
34 8 
36.7 

38.8 
40.5 
41.8 
444 
49.3 

53.8 
569 
60.6 
65.2 
72 6 

82.4 
90.9 
96.5 
99.6 

103 9 

107.6 
109.6 
113.6 
118.3 
I24 0 

130.7 
1362 
140 3 
144.5 
148.2 

1524 
156 9 
160.5 
163.0 
166.6 

172.2 
177.1 
179.9 
184 0 
188.9 

195.3 
201.6 

207 342 
215.303 
214.537 

218.056 
224.939 
229.594 
232.957 
236.736 % 

Average m u d  rate of inflation (CPI), 1965-2014 

1.90 % 
3.50 
3.00 
4.70 
6.20 

5.60 
3.30 
3.40 
8.70 

12.30 

6.90 
4.90 
6.70 
9.00 

13.30 

12.50 
8.90 
3.80 
3 80 
3.90 

3.80 
1.10 
4.40 
4.40 
4.60 

6.10 
3.10 
2.90 
2.70 
2.70 

2.50 
3.30 
1.70 
1.60 
2.70 

3.40 
1.60 
2.40 
1.90 
3.30 

3.40 
2.50 
4.10 
0.10 
2.70 

1.50 
3.00 
1.70 
1.50 

3.86 % 

6.66 % 

8.16 % 

6.58 % 

366 % 

3.50 % 

2.36 % 

2.52 % 

2.56 % 

0.80 % 
1.70 'A 

4.16 */a 

Aveege rate of inflauon, 1965 - 2014, in 5-year increments 

Averas annud rate oflntliuon in the United Sates (CPr),1914 - 2014 

4 . 1  x 

3.41 % 
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ORIGINAL 

RE ~~~~~ C )  
BEFORE THE ARIZONA CORPORATION COMMISSION 

3% I 9 p 4- 0 1 

GARY PIERCE, Commissioner 
SUSAN BITTER SMITH, Commissioner 
ROBERT BURNS, Commissioner 

IN THE MATTER OF THE APPLICATION 
OF LITCHFIELD PARK SERVICE 
COMPANY, AN ARIZONA 
CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND PROPERTY 
AND FOR INCREASES IN ITS 
WASTEWATER RATES AND CHARGES 
FOR UTILITY SERVICE BASED 
THEREON. 

N THE MATTER OF THE APPLICATION 
OF LITCHFIELD PARK SERVICE 
COMPANY, AN ARIZONA 
CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
3 F  ITS UTILITY PLANTS AND PROPERTY 
AND FOR INCREASES IN ITS WATER 
RATES AND CHARGES FOR UTILITY 
SERVICE BASED THEREON. 

Docket No. SW-O1428A-13-0042 

Docket No. W-O1427A-13-0043 

NOTICE OF FILING 
CERTIFICATION OF 
PUBLICATION AND PROOF OF 
MAILING 

Pursuant to the Procedural Orders dated April 12, 2013 and May 13, 2013, 

Litchfield Park Service Company dba Liberty Utilities (the “Company”) hereby files this 

Yotice of Filing Certification of Publication and Proof of Mailing in the above-captioned 

natter. 

On June 11, 2013, notice regarding the hearing set for December 9, 2013 was 

mblished in the West Valley View. The affidavit of Elliott Freireich, Publisher of the 

West Valley View, is attached hereto as Exhibit 1. 
Arizona Corporafion Commission 

.. DOCKETED 
JUL 1 9  2013 .. 
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On June 11, 2013, June 19, 2013, June 28, 2013 and July 17, 2013 the Company 

nailed notification to customers. Confirmation letters from Susan Walter and Stephanie 

Roberts, Account Services of Data Management Center, are attached hereto as Exhibit 2, 

along with a copy of the notice. Please note that despite the Company’s best efforts, some 

Zustomers received notice after the June 28, 2013 date contemplated by the Procedural 

Order. The Company would not oppose extending the intervention by two weeks from 

August 28,20 13 to September 1 1,20 13. 

DATED this 1 gth day of July, 20 13. 

Liberty Utilities 
12725 W. Indian School Road 
Suite D 10 1 
Avondale, Arizona 85392 

Jay L. Shapiro 
FENNEMORE CRAIG 
A Professional Corporation 
2394 E. Camelback Road, Suite 600 
Phoenix, Arizona 850 16 
Attorneys for Litchfield Park Service 
Company 

ORIGINAL and 13 copies 
of the fore oing ere 

July, 2013, to: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, A2 85007 

COPY of the foregoing was 
hand-delivered this 19 day of 
July, 2013 to: 

delivered t f l r  is 19 day of 

- 2 -  
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reena Jibilan, Esq. 
Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

% Robin Mitchell, Es 
Matthew Laudone, sq. 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, Arizona 85007 

Michelle Wood, Es , 
Residential Utility 2 onsumer Office 
11 10 W. Washineon v 

suite 220 
Phoenix, Arizona 85007 

Trish Meeter 
Consumer Services 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

A 

By: 
8323928.1/06019 

- 3 -  
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AFFIDAVIT OF PUBLICATION 

State of Arizona 

County of Maricoya 

I, Elliott Freireich, publisher of West Valley View and West Valley Business, newspapers of general 
circulation in Avondale, Buckeye, Goodyear, Litchfield Park and Tolleson, Arizona, attest that the 
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DATA MANAGEMENT CENTER 
C i i t k d D o W r m e n t ~ i r y  Phone: 630-384-0900 

Glendale Heights, IL 601 39 
188 lnternationale Boulevard Fax: 630-384-0901 

E mail: info@dmcilin k.corn 
Web: www.dmcilink.com 

June 29*, 201 3 

To Whom It May Concern: 

The Litchfield Park 2013 Water Quality Report inserts and the Public Notice inserts were included in the 
following mailing runs: 

Litchfield Park 3544 packages; received 06/08/13 at 01:39 PM CST, mailed 06/11/13 
Litchfield Park 5144 packages; received 06/18/13 at 10:25 AM CST, mailed 06/19/13 
Litchfield Park 401 7 packages; received 06/27/13 at 1094 AM CST, mailed 06/28/13 

Please contact the Account Services Department at Data Management Center if you have any questions. 

Sinccrel y, 

Account Services, Supervisor 
Data Management Center 

http://www.dmcilink.com


- . .. 

DATA MANAGEMENT CENTER 
clJtkd-- 

188 Internationale Boulevard 
Glendale Heights, IL 60 139 

July 17,20 I3 

To Whom I t  May Concern: 

Fax: 630-384-090 1 
Emafl: info@dmci 1ink.com 
Web: www.dmcilink.com 

The LPSCO Rate Increase inserts were included in the following special mailing runs: 

The LPSCO Rate Increase special mailing; received 074 211 3 at 06:08 PM CST, 3 1 13 
packages mai led 071 1 61 1 3. 

Please contact the Account Services Department at the Data Management Center if you 
have any questions. 

Sincerely, 

Stephanie Roberts 
Account Seavices 
Data Management Center 

http://1ink.com
http://www.dmcilink.com


PUBLIC NOTICE OF HEARING ON APPLICATION 
FOR INCREASES IN ITS WATER AND 

WASTEWATER UTILITY SERVICE RATES AND 
CHARGES BY LITCfiFIELD PARK SERVICE 

COMPANY DBA LIBERTY UTILITIES 

(DOCKET NO. SW-01428A-13-0042 ET AL.) 

On February 28,2013, Litchfield Park Service Company dba Liberty Utilities (“LPSCO” or “Companf’) filed 
with the Arizona Corporation Commission (“Commission”) applications for increases in its rates for 
wastewater and water utility service. The applications have been consolidated so that the Commission may 
consider them together. More information on the Company’s request can be found at 
www.tiberhutilities.com/LPSCOratecase. 

Wastewater Service - LPSCO requests a gross revenue increase of approximately $659,088, or 6.36 percent 
over cutrent revenues, for the provision of wastewater service within the Company’s authorized service area in 
Arizona. According to the Company’s filing, its proposed rates would increase a residential wastewater 
customer’s bill by $2.63, from $38.99 per month to $41 -62 per month, or 6.75 percent. 

Water Service - LPWO requests a gross revenue increase of approximately $2,257,160, or approximately 
20.15 percent over current revenues, for the provision of water service within the Company’s authorized 
service area in Arizona. According to the Company’s filing, its proposed rates would increase an average 
usage (8,827 gallordmonth) residential water customer’s bill by $4.82, from $24.33 per month to $29.15 per 
month, or 19.83 percent. 

The Commission’s Utilities Division (,‘Stafl”) is in the process of reviewing and analyzing the application and 
has not yet made a recommendation regarding LPSCO’s requests. The Commission will issue a Decision 
regarding LPSCO’s application following consideration of testimony and evidence presented at an evidentiary 
hearing. THE COMMISSION IS NOT BOUND BY THE PROPOSALS MADE BY rSSC0, STAFF, 
OR ANY INTERVENORS, AND THE FINAL RATES APPROVED BY THE COMMISSION MAY BE 
HIGHER OR LOWER THAN THE RATES PROPOSED BY LPSCO OR BY OTHER PARTIES. 

How You Can View or Obtain a CODY of the Rate ProDosaI 
Copies of the applicationsand the proposed tariffs are available from LPSCO at its office 12725 W. Indian 
Scbool Road, Suite D101, Avondale, AZ 85392,623-298-3769 and at the Commission’s Docket Control 
Center at I200 West Washington, Phoenix, Arizona, for public inspection during regular business hours, and 
on the Internet via the Commission’s website (.www.azcc.~ov) using the e-Docket function, located at the 
bottom of the web page, 

Arizona Cornoration Commission Public Hearing Information 
The Commission will hold a hearing on this matter beginning December 9,2013, at 1O:OO a.m. in Hearing 
Room No.1, at the Commission’s offices, 1200 West Washington Street, Phoenix, Arizona, 85007. 

An interested person may participate in this matter by (1) providing written or oral public comment; or (2) 
filing for intervention and becoming a formal party to the proceeding. 

How to Make Public Comment 

Oral public comments will be taken on the first day of the hearing. Written public comments may be 
submitted by mailing a letter referencing Docket No. SW-01428A-13-0042 et al. to Arizona Corporation 



Commission, Consumer Services Section, 1200 West Washington Street, Phoenix, AZ 85007. You may also 
file your written comments electronically through 
htto://www.azcc.~ov/Divisions/Utilities/~~~s~ublicComm~ntForm20 1 3PD FEmai 1. Pdf. If you require 
assistance, you may contact the Commission’s Consumer Services Section at 602-542-425 1 or 1 -8Oo-222- 
7000. 

If you do not intervene, you will receive no further notice of the proceedings in this docket. However, all 
documents filed in this docket are available online (usualIy within 24 hours after docketing) at the 
Commission’s website ~ v . a z c c . ~ o v  using the e-Docket function, located at the bottom of the website 
homepage. RSS feeds are also available through e-Docket. 

About InterventioQ 
You do not need to intervene if you want to appear at the hearing and provide public comment on the 
application, or if you want to file written comments in the record of the case. Any interested person may file 
written public comments regarding the Company’s applications in Docket No. SW41428A-13-0042 et al. at 
any time. 

Any person or entity entitled by law to intervene and having a direct and substantial interest in the matter will 
be permitted to intervene. The granting of intervention entitles a psrty to present sworn evidence at hearing 
and to Cross-examine other parties’ witnesses. If you wish fo intervene, you must ale an original and 13 
copies of a written motion to intervene with the Cornmission’s Docket Control Center go later than 
Aueust 28.2013, and send a copy of the motion to LPSCO or its coansel and to all parties of record. 
Contact information €or LPSCO and parties of record may be obtained using the Commission’s &Docket 
Function arid Docket No. S W41428A-13-0042 et al. Your motion to intervene must contain the f311owing: 

1. Your name, address, and telephone number, and the name, address, and telephone number of any 
party upon whom service of documents is to be made, if not yourself; 

2. A short statement of your interest in the proceeding (e.g., a customer of LPSCO, a shareholder of 
LPSCO, etc.); and 

3. A statement cetti@ing that you have mailed a copy of the motion to intervene to LPSCO or its counsel 
and to all parties of record in the case. 

The granting of motions to intervene is governed by A.A.C. R 14-3-1 05, except that all motions to intervene r. For a sample intervention request form, go to 
http:Nwww.azcc.gov/divisions/utiIities/fonns/interven.pdf. All parties must comply with Arizona Supreme 
Court Rules 3 1 and 38 and A.R.S. 40-243 with respect to the practice of law. 

If you do not intervene, and wish to present direct testimony and associated exhibits at hearing, you 
must, on or before Seotember 25,2013: (1) reduce your direct testimony and associated exhibits to 
writing, (2) file the original and 13 copies with the Commission’s Docket Control Center by 4:00p.m., 
and (3) mail a copy to each party. 

ADNEaual Access Information 
The Commission does not discriminate on the basis of disability in admission to its public meetings. Persons 
with a disability may request a reasonable accommodation such as a sign language interpreter, as well as 
request this document in an alternative format, by contacting the ADA Coordinator, Shayiin Bemal, e-mail 
SAbernalOazcc.eov, voice phone number 602-542-393 1. Requests should be made as early as possible to 
allow time to arrange the accommodation. 

http:Nwww.azcc.gov/divisions/utiIities/fonns/interven.pdf
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